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Success Factors in a half century of Modern 


Career Training for Business: 


No. 
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“Like a Friendly Handclasp . : - 


“ .. Your tutorial comments on my 
progress exercises, and your replies to 
my letters are just like a_ friendly 
handclasp, encouraging me in my 
attempts to master my course. Thanks 
a lot!” 


The above paragraph from a student- 
member’s letter is typical of the many 
received by us. The cordial and happy 
relationships existing between H.R.I. 
and our student-members is evidenced 


by the effective and assured tuition 


results obtained. 

There is always a welcome hand at 
H.R.I. both after, as well as during, 
the period of studency. a we 
H.R.I. student-member and graduate 
our nation-wide organization  co- 
operates with you, enthusiastically, in 
every way possible, throughout your 
lifetime. This service alone 
times the moderate cost 


business 
repays many 
of tuition. 


Freedom of Interchange between States . . 


Student-members may transfer from 
one State or location to another, with- 
out cost or interruption of study or 
service facilities. This policy and our 
eight branches proved of outstanding 


convenience to H.R.I[. student-members 
on service during the war. Unused 
tuition may be transferred to another 
without extra cost and with the same 


guarantee of tuition success. 


& Lifeleng Scholarship .. 


an enthusiastic, privileged 
secure for your personal 
a life 
scholarship in co-operation and assist- 
ance, enjoying collaboration with 
skilled vocational and tutorial special- 
ists and all the exclusive advantages 
of our comprehensive, nation-wide ser- 
vice facilities. By our text replace- 
ment plan your texts can be kept 


You join 
group and 
use the advantages of virtually 


permanently up to date; this ensures 
keeping abreast of new developments. 
There is a standing invitation to each 
student-member, 
avail himself of all the priv:leges and 
facilities each of our 
Offices a convenient, nation-wide 
service provided by letter, telephone 


past or present, to 


available at 


or personal call. 


Under H.R.1l. You Make No Experiment 


Tutorial 
Policy, 


Assured Results 
liberal Protective 
student. Par 


Efficiency, 
safeguard the 
ticulars of our Service will be gladly 


Stability, Enterprise, and a 
interests of each H.R. > 
supplied on request. 
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ACCOUNTING RESPONSIBILITIES OF THE 
MUNICIPAL EXECUTIVE 


G. E. FirzGeRALD, F.1.C.A. 


(Being a lecture delivered before The Institute of Municipal 
Administration, Victoria.) 


| have chosen as a title for my talk 
today, Accounting Responsibilities of the 
Municipal Executive. In approaching 
this subject I do not propose to address 
you on the legal obligations, for I believe 
that most of you are more familiar with 


them than I am. Further, in my opinion 
that would be altogether too narrow an 
approach to adopt. Responsibilities must 
be giver a much wider application than 


mere statutory obligations. 


NATURE OF MUNICIPAL ACCOUNTING 


A municipality’s accounting system 
must be devised not only to record the 
various revenues and outgoings of the 
local governing body, but to reveal 
whether the financial affairs of the muni- 
cipality are being administered in accord- 
ance with legal requirements, and also to 
afford the community the opportunity of 
judging whether the various services are 
being provided at an economical cost. It 
must furnish the publie with evidence of 
the proper use of public moneys and sup- 
ply the Council with the necessary infor- 
mation for the financial direction of its 
affairs. 

Municipal activities are carried out 
mainly for the purpose of providing a 
publie service, not with a view to making 
profit from the provision of common 
hecessities. 

In private business good accounting 
assists management in inducing greater 
profits. In local government it assists in 
restraining the growth of expenditure in 
conformity with public opinion. Income 
and expenditure of a council are re- 


stricted by law or other factors within 
certain limits. The accountant must pre- 
sent the results of the administration by 
showing not only the financial position 
and the surplus or deficit for the year, 
but also by reporting details of the 
various revenues and expenditures. The 
necessity for such full publicity is not 
present in the private business 
undertakings where manage- 
ment are often tucked away carefully in 
some safe repository. In municipal affairs 
they are given full publicity. 

A further contrast between the 
agement and control of private business 
and that of local government lies in the 
fact that the controlling body is not a 
Board of Directors pursuing a definite 
objective and following business policy 
laid down to conform to certain long- 
range plans, but a number of elected men 
of different schools of thought with an- 
tagonistiec political theories and policies. 
These are the main characteristics that 
constitute the background for the work 
of the municipal executive. 


ease of 


secrets of 


man- 
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THE ACCOUNTING ORGANIZATION 


It is a fundamental principle of sound 
municipal accounting that “the accounts 
should be centralized under the direction 
of one officer. He should be responsible 
for keeping or supervizing all accounts 
and for preparing and issuing all finan- 
cial reports.” (Municipal Accounting 
Statements — Bulletin No. 12 of the 
National Committee on Municipal <Ac- 
counting. ) 

This principle is well recognized in 
England and Amerié¢a, e.g., in San Fran- 
cisco the chief accounting officer is a 
controller who exercises general super- 
vision of all employees of the city and 
country responsible in any manner for 
the receipt, collection or disbursement of 
city and country funds. 


In Victoria, there has not been such a 
wide acceptance of the principle. This 
is to some extent due to the fact that our 
municipalities are usually smaller and do 
not carry such large financial responsi- 
bilities as English and American muni- 
cipalities. Further, the responsibilities of 
the various municipal executives, for the 
most part, have not been so clearly 
defined. 

The Victorian Local Government Act 
provides for the appointment of a Trea- 
surer, who must not be the rate collector. 
The only duties specified in the Act are 
receiving moneys from the various officers 
charged with the collection and the de- 
positing of such moneys in the bank. He 
may also represent the council in insol- 
veney proceedings against any debtor 
and, under the 13th Schedule, may pay 
out on the written order of the municipal 
clerk, between two ordinary meetings of 
the Council, not more than £5. 


Appointment of the treasurer is a re- 
sponsibility of the Council and selection 
of the person is subject to the restriction 
imposed by the Act that the offices of 


rate collector and treasurer must not be 
combined. In small municipalities where 
the executive positions reside in one man 
we usually find that the manager of the 
bank in which the council funds are de- 
posited is appointed treasurer. He dis- 
charges his duties by receiving the 
moneys into his bank. If he declined to 


accept the appointment, his bank would 
no doubt lose the account of the muni- 
cipality. 

In other cases we often find the munici- 
pal clerk is also the treasurer, and that 
the council does not expect him person- 
ally to discharge even those duties im- 
posed by the Act. Thus in most cases the 
duties and responsibilities of the treasurer 
are regarded merely as nominal ones. 

In some municipalities we find that an 
accountant is appointed although there is 
no specific requirement in the Act for this 
position. An appropriate combination of 
duties in such an officer would be those of 
treasurer and accountant, and he might 
well be the executive entrusted with the 
full accounting responsibilities of the 
municipality. This form of organization 
is extensively adopted in England and 
America, though in San Francisco the 
treasurer is an officer responsible to the 
controller. As in this municipality the 
activities include water, power and street 
railway utilities and a school department, 
there is probably a need for such sub- 
division of responsibility. 

Though the same organization of re- 
sponsibility in a large city may not be 
appropriate for smaller municipalities, 
nevertheless the principles of organiza- 
tion apply equally to large and small 
municipalities and organization in the 
larger body might, with advantage be 
studied as a guide to the smaller body. 

Responsibilities of the controller in the 
City and Country of San Francisco in- 
clude: 

1. Prescribing the method of installing, 

keeping and rendering accounts of 

Ahe various offices, boards and em- 

ployees of the city and country. 

Prescribing the financial reports to 

be rendered by such officers. 

Keeping accounts of the financial 

transactions of all departments, 

offices and other sub-divisions of the 
city and country, adequately record- 
ing: 

(a) All budgeted revenues and ap- 
propriations, together with ad- 
ditions or transfers thereto; 

(b) All revenues accrued and 
bilities incurred; 
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The Accounting Organization—continued 
(c) All eash receipts and disburse- 
ments; and 
(d) In general, all 
affecting the acquisiton, 
tody or disposal of values. 
Determining, where practicable, the 
unit cost of work done for the pur- 
pose of showing whether similar 
work can be done under public con- 
tract at a lower cost. 
Devising adequate systems of in- 
ternal check of all departments and 
offices relative to custody, collection 
or disbursement of cash. 
Auditing the accounts of the trea- 
surer and all boards, offices and em- 
ployees charged with the collection, 
custody or disbursement of cash. 
(Independent auditors are appointed 
to audit the office of controller. ) 
Preparing a complete annual finan- 
cial report including statistics such 


transactions 
cus- 
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as assessment rolls, bonded debt 
limit charts, ete., and the reports of 
the independent auditors. 

Issuing to the mayor, board of 
supervisors, chief administrative 
officer, and departmental head, quar- 
terly financial reports showing com- 
parison with the corresponding 
period of the preeeding year. 

I believe this comprehensive list of 
responsibilities could be appropriately 
adopted by all but the small municipali- 
ties in Victoria. It would place on one 
officer the full responsibility for all finan- 
cial records, reports and statements of the 
municipality, and in those municipalities 
where such duties are sufficiently compre- 
hensive to constitute a full-time job for 
that officer, the Town Clerk, Assistant 
Town Clerk and other officers, would be 
freed of much, if not all, of the necessity 
for supervising the accounting work and 
preparation of financial statements. 


FINANCIAL CONTROL 


“Accountancy is not a mere exercise 
or study, nor is it either a science or an 
art complete in itself. Its functions de- 
pend upon the conception of the place it 
is to fill in the whole scheme of public 
management, and no matter how perfect 
it may be as a machine, the accounting 
system fails, and may represent nothing 
more than a waste of good money, if in 
fact, it is not used to strengthen the hands 
of the governing body in taking care of 
the finances.” (Arthur Collins—Municipal 
and Local Governing Accounting — The 
International on Accounting, 
1929. 

The implications of this quotation must 
be clearly understood by any accounting 
executive who desires to discharge his re- 
sponsibilities with satisfaction to himself 
and advantage to his Council. 


Congress 


Financial control commences with the 
budget and the adoption of a set of rules 
to ensure that commitments are incurred 
only in conformity with the sanctions of 
the couneil. 

The chief accounting officer should be 
responsible for presenting the budget to 
council. In its preparation he must be 
assisted by other executives according to 
their responsibilities—the Engineer, who 


should prepare the estimates of public 
works; the Health Inspector, who should 
prepare estimates in relation to the cost 
of health services, and so on. The ac- 
counting executive collates all these 
estimates into one statement, and relates 
the estimated expenditure to the required 
revenue. 

The budget should “be an indication in 
earnest of the various works and pur- 
poses which are to be undertaken as the 
complete work of the year, so far as can 
be foreseen.” It should never be regarded 
merely as a statement justifying so much 
taxation, or a pretty picture showing on 
the estimated expenditure side a collee- 
tion of guesses nicely adjusted to balance 
with an amount of revenue pre-determined 
in accordance with the same rate per £ as 
in the preceding year. 


The Act prescribes the manner in which 


the budget should be prepared—you are 
familiar with its provisions—and the ac- 
counting executive should regard it as 
one of his responsibilities to see that the 
provisions of the Aet are complied with, 
so that the budget, when adopted, may be 
“an indication in earnest of the various 
works and purposes to be undertaken” 
during the year. 





264 The Australian Accountant 


Financial Control—continued 

If the council is not prepared to strike 
a rate sufficient to meet the estimated ex- 
penditure, the executive officer should use 
all his endeavours to see that the esti- 
mated expenditure is reduced to conform 
to the estimated revenue—unless there are 
exceptional reasons that render such a 
course unnecessary. 

Councillors come and go and the execu- 
tive officer sees many changes in the per- 
sonnel of his council. The effects of coun- 
cil decisions are apparent long after the 
councillors responsible for them have 
ceased to be members of the council, and 
the executive is often left to carry wor- 
ries and responsibilities resulting from 
unwise decisions of a reckless council. The 
financial position of the municipality is 
more often regarded as reflection of the 
control by the executive in office, rather 
than the lack of control by past council- 
lors. 

There may be occasions when the need 
for certain expenditure is apparent to the 
financial executive—where its elimination 
will result in necessary work being 


CHART OF 


For the construction of any building it 
is necessary to lay down a plan, to pre- 
pare working drawings and specifications 
to ensure that the building will serve the 
purpose for which it is required and at 
the same time conform to some logical 
design. 

These are prepared before the work is 
commenced, even before the materials are 
ordered; in fact, they determine the 
nature and the quantities of the materials 
that will be required. 

Similar principles should be applied to 
the construction of the annual financial 
statements. Before the materials for pre- 
paration of the statements are ordered, a 
plan with working drawings and a speci- 
fication should be prepared to ensure that 
the statements will serve the purpose for 
which they are required and that they 
will conform to some logical design. 

The statements to be presented should 
reveal: 

1. The sources and the amounts of the 

various revenues received. 

2. The nature of the various services 

and the costs thereof, subdivided to 
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neglected. There is no reason why he 
should not support the engineer or other 
officer in any representations concerning 
such expenditure, but he must also stress 
the fact that it can be done only by rais- 
ing the necessary revenue, or making 
other financial provision. 

Once the budget has been adopted, and 
this should be done before the commence- 
ment of the year if it is to be effective, 
the accounting system must see that ex- 
penditures incurred are in conformity 
with and do not exceed, in any substan- 
tial degree, the budget appropriation. 

The accounting system should also be a 
valuable agent in ensuring that, so far as 
possible, the council receives £1’s worth 
for every £ spent, but this will be the 
subject of later comment. 

One of the best tests of local 
government and a good accounting sys- 
tem is a comparison between budget pro- 
vision and actual expenditure. If the 
budget is mere window dressing, serious 
differences may arise. The budget should 
therefore represent the foundation for 
the accounting system. 


ACCOUNT 


show the nature and amount of the 
expenditures incurred in providing 
such services. 

The relationship between budgeted 
and actual receipts and expenditure 
showing the comparison between 
each item in the statement. 

These statements are prepared from the 
ledgers of the municipality, and _ the 
ledger accounts must therefore be so de- 
signed that they will produce the infor- 
mation needed for the statements, in a 
form that will facilitate their preparation. 
Before the ledgers are commenced it is 
therefore necessary to determine what in- 
formation is to be presented in the annual 
statements, what accounts are needed to 
record this information, and the order in 
which they should be presented. 

The plan of the annual statements 
should be prepared in the form of draft 
statements, setting out the items to be 
presented therein. These constitute the 
basis for the ledger accounts, and they 
should be designed to conform to the 
various items of revenue expenditure set 
out in the budget. 


good 
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Chart of Account—continued 

The working drawings are represented 
by the chart of accounts setting out the 
order in which the accounts will appear 
in the ledger. The sequence of these ac- 


Expenditure : 
Group 1—Health— 
A/e No. 101 


») 


3 
4 


5 
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counts should be such as to facilitate the 
preparation of the annual statements, and 
they will therefore need to be arranged 
in groups following the order in which 
they will appear in the statements, e.g.— 


Administration 
Sanitary 

Garbage 

Infectious Diseases 
Infant Welfare, ete. 


Group 2—Roads, Streets and Bridges— 
201 


A c No. 


The annual financial statements will no 
doubt follow a uniform plan from year to 
year. New items of expenditure may be 
introduced in while 
s may be omitted in others, but the 
main plan will generally be unaltered, so 
that the same ledger accounts will be re- 
quired from year to year. The plan of 
symbolization should be sufficiently elas- 
tic to permit new accounts being intro- 
duced in the appropriate place, without 
disturbing the system. 


some vears, some 


ite) 


Administration 

Cleaning and Watering 
Lighting 

Maintenance of footpaths, ete. 


To facilitate comparison with the 
“budget, the ledger accounts may be com- 

menced each year by recording at the 
head of each account the amount of the 
estimate for the year. 

The specifications are represented by a 
set of instructions, explaining the purpose 
of each ledger describing the 
nature of the items to be recorded therein 
and specifying the sources from which 
they will be obtained. 


account, 


COST ACCOUNTS 


There appears to be a widely accepted 
belicf that it costs more to carry out any 
activity by public management than by 
private enterprise. 

I do not know if this contention has 
ever been the subject of serious investiga- 
tion, but whether it be so or not, it is a 
belief that is not restricted to local gov- 
ernment activities in Victoria, for it ap- 
pears to be held in all democratic coun- 
tries 

As mentioned earlier, one of the objec- 
tives of the accounting system should be 
to ensure that, so far as possible, the 
council receives £1’s worth for every £1 
spent. The installation of a satisfactory 
costing system is essential to any examin- 
ation of municipal expenditure with this 
objective in view. 

An efficiently operated cost system 
could be used to determine whether or 
hot local government costs of any activity 


exceed those of private enterprise. It 
should not be restricted merely to the 
costing of major engineering works, as it 
is appropriate to the operations of almost 
every department of the municipality. 
The full benefits of a costing system are 
obtained only with the introduction of a 
system of unit costs, which should be de- 
veloped in respect of operations, both 
large and small. They could even be pro- 
duced for such a minor operation as the 
posting of letters. It is merely a question 
of determining whether the benefits of 
applying unit costs to any operation are 
worth the effort involved in doing so. 
Typical examples of unit costs used by 
municipalities are per square yard of con- 
crete, asphalt, ete., per ton of garbage* 
removed, covered, ete. It is not unusual 
for the executive officers to receive com- 
plaints from councillors and ratepayers 


alleging “loafing” on the part of em- 
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Cost Accounts—continued 

ployees. Examination of the unit costs is 
often the only method available to the 
executive to determine whether such com- 
plaints are justified. Unit cost may be 
used to demonstrate efficiency, and to 
check inefficiency by comparison with 
previous results. 

To ensure the reliability of cost records, 
they must be linked with the financial 
accounting records. This may be done 
either by a periodical reconciliation or by 
incorporating the costing system into the 
financial records. Unless they can _ be 
proved by reference to the financial re- 
cords, cost figures are useless and may 
even be misleading. 

An efficient costing system cannot be 
operated by hand-written records in any 
but the small municipalities. A mechani- 
cal system is essential in an office of any 
size. 

Cost records can be a valuable aid in 
a system of internal check. Where ex- 
penditure is properly classified and suf- 





Probably no section of municipal ac- 
counting is more neglected than store 
accounting. Many executives do not re- 
cognize any responsibility in this direc- 
tion. 

There are more opportunities for leak- 


age in connection with stores than with 
eash, and often there is less sense of re- 


sponsibility in the persons handling them. 





In recent years a greater sense of re- 
sponsibility has been shown in municipal 
offices in connection with the accounts of 
public utility undertakings. In the past, 
particularly in some of the smaller muni- 
cipalities, I am afraid there has been a 
tendency to regard the accounts of these 
undertakings as something to be dealt 
with in spare time. 

Such an attitude was unfortunate. 
Municipal Fund Accounting presents few 
problems. It is largely a matter of record- 
ing cash receipts and disbursements with 
adjustment of accruals at the close of the 


year. 


STORES ACCOUNTS 





PUBLIC UTILITY ACCOUNTS 
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ficiently analysed, there is little oppor- 
tunity for the perpetration of a fraud 
without detection. 

“It is probably in the 
mechanical costing devices that we shall 
see the greatest movement in the muni- 
cipal accounting world during the next 
decade, and if present expectations are 
fulfilled, it may confidently be anticipated 
that plans of this kind will, to a large ex- 
tent, displace a great deal of internal 
audit work, some of which proves on test 
to be more or less mechanical, and not to 
reach the seat of the trouble responsible 
waste of public money.” 
International Congress, 


direction of 


in part for 
(Arthur Collins 
1929.) 

There is no doubt that since the Inter- 
national Congress, a great advance has 
occurred in mechanical costing, both in 
England and America, though in Aus 
tralia we have not reached the stage of 
efficiency evident overseas. Many reasons 


for our backwardness could justifiably be 
advanced, but the accounting executive is 
not free from biame. 









A proper system of store accounting 
links up with cost accounting. It involves 
mechanization in an office of any size and 
the same machines may be used for both 
stores and costing. Further, with the de- 
velopment of unit costs and standards of 
material usage, any discrepancy should be 
easily detectable. 

Only in this way can a 
audit of stores be performed. 


satisfactory 





On the other hand public utility ae- 
couning introduces all the problems asso- 
ciated with commercial accounting and a 
few more arising from the method of 
financing municipal enterprises. It calls 
for at least as good accounting as that 
adopted in private enterprises. 

It is probably no exaggeration to sa) 
that only a few municipal councils obtain 
a fair statement of the result of opera- 
tions of their business undertakings 

Practices tending to distort the oper 
ating statements of such undertakings it- 
clude the following: 
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Public Utility Accounts—continued 

Failure to bring to account all 
revenue earned and expenditure 
incurred to the close of the year. 
Failure to bring to account stocks 
of materials on hand at the begin- 
ning and end of each year. 
Charging operations with debt re- 
payment. 

These practices are not uncommon, in 
fact the third is applied in most munici- 
palities. Arguments advanced in their 
justification may be stated as follows: 

A.—The amount of revenue and expen- 
diture not brought to account is approxi- 
mately the same in each year, therefore 
the statement of operations—apart from 
that of the first year—is not materially 
atfected by such omissions. 

As the practice has been applied for so 
many years it would not be advisable to 
change and thus produce an _ incorrect 
statement for the year in which the 
change occurred, 


(a) 


[y.—Omission of any adjustment for 
stock on hand has always been the prac- 
tice; it is sound policy because it streng- 
thens the financial position by creating a 
reserve. 

(.—Charging debt repayment to opera- 
tions is In accordance with the instruc- 
tions in the municipal accounting guide 
and is necessary because there is an ob- 
ligation to make such repayments. 

The accounting executive should have 
a sound knowledge of the principles re- 
lating to commercial accounting and 
should regard it as part of his responsi- 
bility to prepare financial statements in 
accordance with the best practices of 
private enterprise. 

No serious objection ean be raised to 
the treatment of municipal fund trans- 
actions on a cash basis as this is in con- 
formity with the underlying principle of 
municipal finance based on the obligation 
to raise sufficient in rates to cover the out- 
goings of the year. 

Different principles apply to business 
undertakings, where the main problem is 
that of matching costs incurred against 
income earned. Each year’s accounts 
should record the income earned during 
the year, whether received or charged or 
hot and the costs incidental to earning 
that income, whether incurred during the 
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year of income or during some previous 
period. 

Failure to make the necessary adjust- 
ments at the close of the year in respect 
of revenue, expenditure, and stocks on 
hand may not necessarily affect the oper- 
ating statement to any material extent, 
though where the amount of the adjust- 
ments is not ascertained it is not possible 
to determine their effect on the results. 
However, their omission produce 
an erroneous statement of and 
liabilities. 


does 


assets 


Charging debt repayment to operations 
confuses financial policy with the factual 
record of trading operations. Sometimes 
we find that debt redemption is charged 
in the operating statement in substitution 
for depreciation. 

But depreciation is one of the costs of 
earning income. The modern view of this 
item is well expressed by a Mason who 
describes the investment in an asset with 
a terminable future life as “a capitaliza- 
tion of the value of the future services to 
be rendered by the asset” and deprecia- 
tion as “the amortization or expiration of 
the investment as the are 
realized.” 

The difference between expenditure on 
those assets usually referred to as “fixed 
assets,” i.e., machinery, furniture, rolling 
stock, ete., and operating expenditure 
such as stamps, stationery, wages, etc., is 
purely one of time. The expenditure on 
fixed assets is used up more slowly than 
operating expenditure. 


services 


Each year’s operations should include 
as part of the costs a proportion of the 
amount invested in the fixed assets used 
in earning the income of that year, caleu- 
lated by reference to the estimated life of 
the fixed asset—a larger proportion being 
charged in the case of assets with a short 
life and a smaller proportion for assets 
with a longer life. 

The amount of debt redemption is an 
expenditure of a different nature and 
arises from the municipality not being in 
possession of sufficient funds to meet the 
costs of acquiring the fixed assets. Where 
the council acquires fixed assets from 
funds on hand, debt redemption does not 
occur, but the necessity to charge opera- 
tions with depreciation is still present. 





268 | The Australian Accountant 


Public Utility Accounts—continued 

There may be cases where the annual 
amount of debt redemption is equivalent 
to the annual amount that should be 
charged for depreciation, but this would 
be purely coincidental. 
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A clear view of the result of operations 
can be obtained if the correct amount of 
depreciation is charged against the year’s 
operations and debt redemption is re- 
garded as an appropriation of earned 
profits. 


FINANCIAL POLICY 


One of the responsibilities of the ac- 
counting executive should be to advise the 
council on financial policy both in regard 
to public utilities and the general opera- 
tions. Sometimes this advice may not be 
such as the council would wish to receive, 
but this merely emphasizes the necessity 
for the executive to discharge his respon- 
sibilities in this connection. 

There is a tendency on the part of coun- 
ceils to regard all profits from public utili- 
ties as an indirect tax which may be used 
to reduce rates. 

This view is at least open to question, 
for sound reasons could be advanced in 
favour of applying all such profits either 
to a.reduction of the public utility 
charges, to extension of the service ren- 
dered by the utility, or to provision of 
further services of a different nature. 
Further, there are dangers associated 
with this practice, as it does not permit 


an accumulation of funds for expansion 
without recourse to borrowing, and funds 
may not be available for replacement of 
fixed assets when required. 

The necessity for reserving some funds 
is well recognized in private enterprise, 
for we find that public companies do not 
distribute all their available profits, but 
invariably retain a reasonable proportion 
to provide for expansion or generally to 
strengthen the financial position. 

I have not endeavoured to cover all 
“the accounting responsibilities of the 
municipal executive” in this talk, but 
rather by reference to some to encourage 
you to think about others. I trust you 
will not regard these responsibilities 
lightly, for experience of municipal coun- 
cillors leads me to believe that municipal 
officers can render valuable service to 
their councils by close attention to these 
responsibilities. 





OVERSEAS 


In the February, 1949, issue of Factory 
Management and Maintenance an interest- 
ing article appears entitled ‘‘Graphie Cost 
Control System for all Management 
Levels.’’ The article explains how it is pos- 
sible to identify and rectify each operating 
loss hidden in the profit before the loss 
continued. 

Section One of the N.A.C.A. Bulletin, 
dated February 15, 1949, ineludes an 
article dealing with ‘‘Break-Even Analysis 
—Common Ground for the Economist and 
the Cost Accountant.’’ This article dis- 
cusses the break-even point concept in gen- 
eral terms and the separate but not wholly 
dissimilar interest of the economist and 
the accountant in the concept and its 
applications. 


JOURNALS 


February 15th, 
Bulletin include 


Cost Forum Notes of 
1949, of the N.A.C.A. 
several good questions. They deal with— 

(1) What Budgeting and Financial 

Forecasting will do for a New Com- 
pany. 

(2) Comments on Pricing Policies and 

the Awareness of Costs. 

(3) Effects of Revising 

Policy. 

(4) What is a Cost Centre? 

‘*Procedure Shorts’’ of January 1), 
1949, of the N.A.C.A. Bulletin (Section 
Two) discusses the method of tightening 
standard costs in a small company. Sec- 
tion One of the same issue deals with a 
predetermined payroll for efficient labour 
accounting and cost control. 


Depreciat ion 
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PRESIDENTIAL ADDRESS 
(The following extracts from an address by the President of the 
Association of Certified and Corporate Accountants, Mr. T. E. A. 
Killip, F.R.A.A., are equally interesting to accountants in Australia 
and England.) 


When questions of employment and 
unemployment are discussed the reference 
is almost always to manual labour. The 
professional and “white-collar” classes 
have thus erroneously been presumed to 
be immune from the vagaries of the 
labour market. There is every indication 
that this attitude is changing. Meantime, 
what is the employment outlook for the 
accountant? At the moment there is a 
serious shortage of qualified accountants 
in professional, government, industrial 
and commercial spheres. Few were 
trained to the profession during the war, 
and the gap is not yet closed. Since the 
war demand for the services of the ac- 
countant has greatly increased. The more 
vigorous requirements of the new Com- 
panies Act have imposed a considerable 
burden upon accountants and auditors. 
The growing complexities of tax law have 
given much additional work to the tax 
specialists. The departments of State and 
especially, of course, the Public Boards 
and Commissions set up to administer the 
nationalized industries, have recruited to 
their service large numbers of account- 
ants. The Working Party reports have 
without exception drawn attention to in- 
adequacies in the field of cost accounting. 
The observance of control, quota and 
similar government regulations has called 
for the stilted interpretation that only 
men well versed in law and accounting 
can give. The emphasis now laid on plan- 
ning and on estimation of the economic 
future requires a combination of the quali- 
ties of the economist, the statistician and 
the accountants Accountants are not, of 
course, armed at all points against the 
“slings and arrows” of industrial depres- 
sion, but they do seem assured of full 
employment for some time to come. 


Britain’s Economy 
As the recently published White Paper 
m the U.K. balance of payments indicates, 


this country’s economic position has im- 
proved during 1948. The welcome ab- 
sence from major labour unrest on the 
one hand and the unusually satisfactory 
response from various sections of the com- 
munity to seek gainful employment has 
greatly eased the manpower problems 
which was one of the nation’s grave diffi- 
culties during the years of conversion 
from war to peace economy. On the 
domestic scene the deflationary measures 
coupled with a rising volume of output 
have established measures of wel- 
come stability which benefits the country 
as a whole. In our external economie re- 
lations, the deficit in the balance of pay- 
ment was successfully reduced. These are 
significant mile-stones on the way to com- 
plete national recovery. 

There are, however, other spheres in 
the nation’s affairs where I am looking 
for further improvement during the com- 
ing year. Firstly, I am hoping that some 
controls will be and others, for 
which there is no further will be 
abolished. The gradual purposeful elimin- 
ation of controls is important, since it 
simplifies economic activity and gives 
added resilience to our industrial and 
commercial life; furthermore, it will re- 
lease a considerable number of workers 
for more productive tasks. Secondly, I 
am anxious to see the expansion of ex- 
ports to all countries in general and to the 
hard currency areas in particular. Coun- 
tries like Canada and the United States 
are capable of absorbing a much greater 
volume of British goods. In order to sue- 
ceed, comprehensive marketing surveys, 
which are already available for the large 
industrial and commercial centres of the 
North American continent, must be ex- 
tended to cover regions not previously 
tapped for the sale of British goods. The 
range of British exports must also be ex- 
tended. As the sellers’ market is drawing 
to a close, competition for international 


some 


eased 


use, 
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Presidential Address—continued 
markets will increase, and without the 
utmost effort of all concerned our ex- 


port plans will remain unfulfilled. 


Some Thoughts on the Problems of 

- Income 

The impact of rising prices on the busi- 
ness world demands attention from ac- 
ecountants. The problem, it its most 
general form, arises from the time lag 
between the purchase of an asset and its 
consumption by use or sale. If, during 
this interval, the purchasing power of 
money changes, transactions at different 
dates relating to the same asset will be 
recorded in pounds of different value, 
with a consequent distortion of the ac- 
counting records. 

The two main aspects of the problem 
eoncern fixed assets and stocks. Pro- 
vision must on the one hand be made for 
replacing fixed assets at costs above their 
original cost. At the same time, stocks 
have to be replaced at figures above the 
original cost of goods currently being 
sold, at least where the goods held in 
stock at the balance sheet date are iden- 
tified as those most recently and there- 
fore most expensively acquired. 

The view that, in measuring net income, 
it is the cost of replacing assets (or at 
least the depreciated-money equivalent of 
their original cost) and not their original 
cost itself which ought to be charged 
against gross income has been vehemently 
opposed on a number of grounds. One 
such ground is that a departure from his- 
torical cost as the basis for accounting 
involves a departure from facts. But it is 
the current costs of earning today’s 
revenue, not past costs, which constitute 
the relevant “facts.” Again, mere book- 
keeping difficulties are supposed to con- 
stitute an objection to providing for the 
replacement-cost of assets. These difficul- 
ties are largely illusory, and in any case 
do not affect the validity of the principle 
involved. Yet again, it is argued that 
some assets may not have to be replaced, 
or may be replaced by different assets. 
In such cases, is replacement cost import- 
ant? The answer, of course, is that it 
is still important, in order to recover an 
amoung, of purchasing power equivalent to 
that originally subscribed as capital—only 
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the surplus earned over and above this is 
really profit. 

Yet another objection is concerned with 
the difficulty of forecasting what assets will 
cost to replace when they wear out, at some 
future date. The answer to this objection 
is that it is a proportionate part of the 
present cost of replacing them which alone 
needs to be put aside, and so long as this 
is invested in assets whose value fluctuates 
with changes in the price level, there is a 
‘*hedge’’ against differences between pre- 
sent and future replacement cost. 

There is a real difficulty, however, con- 
cerning the balance sheet, if depreciation is 
simply increased to meet the increase in 
prices. If fixed assets stand in a balance 
sheet at historical cost less depreciation 
based on replacement cost, the written-down 
value appearing in the balance sheet will be 
too low if prices have risen since the asset 
was originally bought, and too high if 
prices have fallen. The same is true of 
stock if they are valued on a LIFO basis. 

This difficulty can be overcome, and a 
true measurement of income achieved, by 
debiting Profit and Loss Account with the 
replacement cost of assets used up, credit- 
ing the asset account with the historical 
cost of such assets, and crediting the dif- 
ference (it is here assumed that replace- 
ment costs are rising) to a Capital Adjust- 
ment Reserve. This method is equally ap- 
plicable to fixed assets and to stock. 

By this method, assets continue to ap- 
pear in the balance sheet or on the ortho- 
dox basis of historical cost. If it is thought 
desirable to adjust them in the light of 
changes in current values, the assets can 
be written up or down to these current 
values, corresponding entries being made 
to the Capital Adjustment Reserve. 

It is not logical for accountants to com- 
plain of inequities in the present basis of 
taxation allowances for depreciation s0 
long as they continue to employ this basis 
themselves for measuring income. Tax 
changes are more likely to follow than to 
precede the reform of accounting methods. 
Anglo-American Productivity Council 

I welcome the exchange of information 
between sections of the U.K. and U.S. in- 
dustry, which is now being arranged by 
the Joint Anglo-American Productivity 
Council. In the realm of industrial organi- 
zation and in other fields closely allied to 


(Continued on page 271) 
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it much can be learned from our Trans- 
atlantic friends. As it has already been 
voiced by the professional press, the suc- 
cess of this scheme largely depends upon 
exchanging information at all levels in the 
industries concerned. From the operative 
in the machine shop to the industrial ac- 
countant the methods used in all phases of 
manufacturing activity in the U.S. must 
be studied and adopted for use in Britain 
if those methods can demonstrate advan- 
tages over those employed over here. In 
the past attempts to increase industrial 
productivity were confined, in the main, to 
the aequisition of new manufacturing tech- 
nique without any conscious desire to im- 
prove pari passu other departments, like 
costing. It has now been realized, however, 
how important a role accountancy plays in 
maximizing industrial efficiency. The first 
Anglo-American Productivity team to visit 
the United States—which is drawn from 
the steel-founding industry—has among its 
members representatives of the account- 
aney profession. This surely is an acknow- 
ledgment of a new conception of the sig- 
nificance of accountants in industry. 


Working Party Reports 


Any increase in the standard of living 
of the people of this island depends upon 
our ability to produce goods in increasing 
quantities and as cheaply as possible, bath 
for the home market and for export. Ac- 
countants have a particularly important 
role to play in enhancing production 
efficiency by the employment of sound 
financial and cost accounting. This fact 
was brought out in relief in the Report 
of the Working Parties—appointed by the 
Chancellor of the Exchequer—where it is 
pointed out that improvements in ae- 
counting and costing practice and the 
introduction of greater uniformity of ac- 
counting for firms in the same branch of 
industry are an essential corollary of teeh- 
nical progress. 

The reports of the Working Parties 
were analysed from the accountancy and 
economic angle and published by the 
Library and Publications Committee of 
the Association last October. This book- 
let was accorded excellent reception by 
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the press and demand for it has been 
considerable. 

It is generally agreed that to improve 
the nation’s productive potential the 
greatest single contribution is to increase 
the flow of capital equipment for in- 
dustry. Under prevailing economic con- 
ditions in this country the process of re- 
equipment will fall short of requirements, 
however, in spite of the supplementary 
resources put at our disposal by other 
countries. Furthermore, this state of 
affairs will not pass away in a hurry. 
Nevertheless there remains a wide field 
for making optimum use of our resources 
and it is here that accountants can con- 
tribute to the full to buttress the national 
economy. As borne out by the Working 
Parties, a higher volume of production, a 
reduction in costs, and the more efficacious 
deployment of factors of production can 
be brought about by introducing modern 
accounting and costing methods in manu- 
facturing units of all sizes. Large organi- 
zations usually have their accounting sys- 
tems well developed, but regretfully this 
cannot be said of many small and medium 
sized firms. It is these undertakings, how- 
ever, which comprise the backbone of 
British industry and are the most numer- 
ous. Any perceptible increase of produe- 
tivity in this sphere of industry is bound 
to be reflected in a steep rise of exports. 


Inflation and Replacement Costs. 


Ten years of inflation combined with 
doctrinaire over-taxation of industrial 
profits have torn a gap in the physical re- 
sources of industry of alarming dimen- 
sions. During periods of inflation capital 
and income always get confused and the 
country tends to live on its capital. But 
in the past industry managed to keep its 
physical resources intact by ploughing 
back at once the major part of its profits. 
To British industry such escape exits 
were carefully closed. Statutory controls 
of prices prevented industry from earn- 
ing large profits and physical controls 
enforced postponement of maintenance 
and renewal. The major part of the pro- 
fits which industry was allowed to earn 
was taxed away by income tax and by 
various profit taxes. Not only are the 
rates of these taxes damagingly high, but 
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the damage is made worse by a practise 
of assessing them on inflated statutory 
incomes. Deductions from profits for wear 
and tear and depreciation of fixed assets 
are only allowed with reference to book 
values (or “historic cost’), although 
these allowances often represent, in terms 
of current prices (or ~ “replacement 
values”) but a fraction of real costs. This 
position has been improved by the new 
budget, but the statutory incomes are still 
larger than real incomes; income and 
profit taxes are directly levied not on 
Titteme but on capital. The position is 
similar with reference to stocks: the dif- 
ference between purchase and 
sales is assessed for tax as income without 
regard to the costs of replacement. 

The problem has two facets: firstly, to 
maintain the present turnover industry 
is in need of a substantial relief which is 
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available immediately. In the short run, 
speed is more essential than scientific ex- 
actness; industry therefore pleads for 
some form of relief, e.g., a substantial 
increase of the current allowances which 
could be put into operation without delay. 


Secondly, apart from the ad hoc reliet 
there remains the wider question whether 
and to what extent present accounting con- 
ventions require revision in the face of 
changed circumstances. The accountane 
profession, both sides of industry, and the 
Inland Revenue authorities, are equally 
interested in finding, by analysis and re 
search, a scientifically exact, equitable and 
workable basis of accounting for profits in 
industry. In America, a research commit 
tee of scientists and accountants has been 
commissioned to enquire into the problems 
of industrial income. A similar approac! 
is called for in this country. 





THE AUSTRALASIAN INSTITUTE OF COST ACCOUNTANTS 
New South Wales Division 


Mr. R. G. Jackson, President of the 
New South Wales Division of the Aus- 
tralasian Institute of Cost Accountants, 
recently suggested that more thought be 
given to the wider aspects of cost ac- 
counting. Mr. Jackson said that specialist 
tools, the techniques with which cost ac- 
countants operate, do provide a very 
direct approach to Management; Mana- 
gers are not merely concerned with 
material efficiency but with the results of 
its conclusions and the behaviour of dif- 
ferent social combinations, extending 
from the factory unit of two or three 
operatives on a particular process to the 
huge organizations of trade and com- 


merce, whose ramifications are found in 
every country. 

Only as available data is properly 
canalized to individuals and groups 
the maximum return of that availability 
be achieved in greater and more effectiv: 
effort. We may be occupied with th 
accumulation of cost information, but are 
we equally concerned with its proper dis 
semination and use? 


Cali 


Mr. Jackson stressed the need for that 
forward approach to all our problems so 
that all cost accountants may indeed re- 
spond in some measure, at least, to the 
challenge of world conditions today. 
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OF ACCOUNTANTS 


GENERAL COUNCIL MEETING 


For the first time, meetings of General 
Council were held in Canberra, from 26th 
to 28th April, 1949, and were attended by 
Messrs. R. F. Rushton, President (m the 
chair), T. F. Brennan (Vic.), A. A. Fitz- 
gerald (Vie.), O. H. Paton (N.S.W.), E. 
A. Peverill (Vic.), T. A. Stump (Tas.), 
F. H. Talbot (N.'S.W.), H. J. Trist 
N.S.W.), C. D. Wrigley (Qld.), N. 8. 
Young (S.A.), and the General Registrar. 


COMMITTEE REPORTS 


All major matters of policy were dis- 
cussed on the basis of written reports of 
Standing Committees of Council. These 
reports marshalled the various factors to 
be taken into consideration in reaching 
They enabled a great amount 
of business to be transacted in a minimum 
The following summary briefly de- 
some of the matters dealt with 
which are of general interest to members. 


decisions. 


time. 
scribes 


EXECUTIVE COMMITTEE 
Registration of Accountants 


General Council decided that discus- 
should be continued with other 
bodies in the hope that agreement would 
be reached on a form of registration 
which embraced both practising and non- 
practising accountants. General Council 
is firmly of the opinion that this is neces- 
sary and desirable both for the profession 
as a whole and in the interests of the 
community generally. 


SIONS 


Accountancy Treatise Competition 


It was reported that on the recommen- 
dation of the Committee of Award, no 
first prize had been awarded but, with 
the consent of the donor, the prize money 
had been divided between Mr. L. G. Clem- 
son, of Melbourne, and Mr. T. M. Owen, 
of Canberra, in the proportions of £75 
and £25 respectively. General Council 


ratified the action taken by the com- 


mittee. 
Australian Congress on Accounting 


During the year resolutions were 
passed by General Council: 

(a) agreeing that this Institute should 
be one of the sponsoring bodies of 
the Congress to be held in Sydney 
in November, 1949, and 


appointing Messrs. O. H. Paton, F. 
H. Talbot, and H. J. Trist as the 
representatives of the Institute on 
the Council of Management of the 
Congress. 
The Council of Management  subse- 
quently asked the General Registrar of 
this Institute whether he could supervise 
the organization of the Congress so that 
full use could be made of experience 
gained in organizing the 1936 Congress 
and Commonwealth Institute Conventions. 
General Council approved of an arrange- 
ment which made this possible. 


Administration 
Staff Re gulations 


Staff Regulations governing conditions 
of employment of full-time officers of the 
Institute, approved by the Council during 
the year, were noted. 

Salary Ranges 

General Council ratified the action of 
the Finance Committee in approving of 
salary ranges for senior officers in terms 
of the Staff Regulations. 


Superannuation Plan 


During the year, the Committee con- 
sidered proposals for a Superannuation 
Plan for senior members of the staff en- 
gaged on a full-time basis. 

General Council adopted the Regula- 
tions governing the plan as submitted by 
the Committee. 
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South Australian Division . 

The action of the Committee in ap- 
pointing Mr. E. H. Burgess as State 
Registrar of the South Australian Divi- 
sion in place of Mr. C. W. L. Muecke, who 
had résigned, was ratified. 

It was decided that a suitable presenta- 
tion should be made to Mr. C. W. L. 
Muecke on behalf of General Council in 
recognition of his long service as State 
Registrar of the South Australian 
Division. 


Year Book 

Because of the cost involved 
printing difficulties, General 
adopted the recommendation of 
Finance Committee that no Year 
should be issued in 1949. 


and of 
Council 

the 
Book 


EDUCATION COMMITTEE 


Entrance Standard 


The entrance standard of the Institute 
is described in the syllabus of examina- 
tions in the following way: 

“The Commonwealth Institute of 
Accountants, recognizing that a high 
standard of education and training 
is desirable before candidates are ad- 
mitted to membership of an Institute 
of Accountants, insists that, in ad- 
dition to the passing of examinations 
in technical subjects, candidates shall 
supply evidence of having reached a 
reasonably high standard of general 
education. For this reason, a Pre- 
liminary Examination must _ be 
passed by all candidates before enter- 
ing upon the examinations in techni- 
eal subjects. Exemption from the 
Preliminary Examination is granted 
only to those who have obtained the 
University Intermediate Certificate 
or passed in at least the subjects of 
English and one branch of Mathe- 
matics in the Certificate examina- 
tions (or some examination which is 
regarded by the General Council as 
its equivalent).” 

The Committee expressed the opinion 
that ay Intermediate Certificate could no 
longer be regarded as evidence that a 
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candidate had “reached a reasonably high 
standard of general education.” It be- 
lieved that a higher standard should be 
required by an Institute which claimed 
that accountancy was a profession for 
educated men and women. It pointed out 
that: 

(a) Matriculation standard 
quired for entrance to all univer- 
sity degree courses. 

(b) Leaving Certificate standard 

required for the Diploma Course of 
the Sydney Technical College and 
for the new Accountancy Diploma 
Course of the Perth Technical 
College. 
The Melbourne Technical College 
will raise its entrance standard to 
that of Leaving Certificate as from 
1951. 

A move towards the raising of the en- 
trance standard of the Institute would 
have been difficult during the past few 
vears because of the number of conces- 
sions it was necessary to grant to ex- 
service candidates. Now that the number 


was re- 


Was 


of these eases is dwindling, the Commit- 
tee was of the opinion that the time had 


arrived when the entrance standard could 
be raised with few complications, particu- 
larly if sufficient notice of the change 
were given to students in’ secondary 
schools. It is therefore recommended: 
(a) That the full Leaving Certificate be 
substituted for the present pre- 
liminary requirements in respect of 
students under the age of 21 years. 
That consequential alterations be 
made to the list of exemptions 
from the Preliminary Examination 
on other grounds. 
That the Preliminary Examination 
for persons over the age of 21 
years be strengthened to approxi- 
mate Leaving Certificate standard 
in at least English Expression and 
Mathematics. 
General Council adopted these recom- 
mendations and decided also that: 
(a) The new entrance standards should 
operate as from Ist January, 1952. 
(b) The Preliminary Examination as a 
substitute for the Leaving Certifi- 
cate should be discontinued after 
3lst December, 1953. 
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Syllabus of Examinations 

The Committee reported that it was of 
the opinion that the time had arrived for 
complete reorganization of the syllabus 
and extensive revision of the contents of 
subjects. Originally, the accountancy 
profession emerged from the legal pro- 
fession. Its: development may be at- 
tributed largely to the direct and indirect 
effect of legislation relating to bank- 
ruptey, limited liability companies and 
taxation. Consequently, legal concepts of 
an accountant’s duties and responsibili- 
ties had largely influenced the design of 
early courses of training for the profes- 
sion. This influence may still be seen in 
the Institute’s syllabus of examination 
although the nature of work performed 
by its members had greatly changed. 
There had been no complete reorganiza- 
tion of the course of training, but merely 
a revision of the contents of individual 
subjects from time to time. The course 
still contained aspects of law which were 
more appropriately studied by lawyers 
than accountants and it still gave empha- 
phases of accounting based on 
statute and case law, as in the accounts of 
executors and trustees in bankruptcy. 

The Committee had reached the 
clusion that the legal subjects should be 
restricted to aspects of law with which 
accountants should be thoroughly familiar, 
that attention should be given to 
phases of accounting based on rules of 
law and that greater emphasis should be 
given to the study of the theory of ac- 
counting and to such newer topics as the 
analysis and interpretation of financial 
statements. It had not yet had time to 
prepare a detailed syllabus on these lines, 
but it submitted to General Council its 
proposals in broad outline. 


sis. To 


con- 


less 


(reneral Council approved of the pro- 
posals in general principle and requested 
the Committee to draft a revised syllabus 
which could come into operation in 1952 
the entrance standard will 


when new 


apply. 
Technical Colleges in Victoria 


The Committee reported the arrange- 
ments which had been made with the 
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Gordon Institute of Technology, Geelong, 
for its examinations to be integrated with 
those of the Education Department of 
Victoria. Under this arrangement, 
students of the Gordon Institute who pass 
the examinations for the Certificate of 
Accountancy of the Education Depart- 


ment will receive exemptions from the 
equivalent examinations of this Institute. 


Examinations in Advanced Accounting 


The recommendation of the Committee 
that the attention of coaches should be 
drawn to the need for candidates to study 
the preseribed text books was adopted by 
General Couneil. 


University of Adelaide 


In 1946, General Council 
grant exemptions from the examinations 
of the Institute to students who had 
passed the relevant examinations of the 
Adelaide. An exception 
Federal Income 
which not 


agreed to 


University of 
was made in respect of 
Tax Law and Practice 
adequately covered by the subject of 
Commercial Practice. Commencing in 
1949, the legal subjects will be extended 
over three Taxation will 
be more comprehensively covered in Com- 
mercial Law II and will comprise a separ- 
ate paper of the examinations in that sub- 
ject. After reviewing the position, the 
Committee supported the recommendation 
of the South Australian Divisional Coun- 
cil that exemption should be granted to a 
student who passed in Commercial Law II 
at the University of Adelaide. General 
Council adopted this recommendation. 


Was 


vears. Income 


Conduct of Examinations. 


The Committee that it had 
asked the General Registrar to explore 
the possibilities of holding examinations 
during the day instead of at night. In 
doing so, he will obtain the views of such 
bodies as Chambers of Commerce and 
Manufactures and Employers’ Federations 
in the various States. In the opinion of 
the Committee, day examinations would 
be a great advantage to students as well 
as simplifying the administrative arrange- 


reported 


ments. 
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ACCOUNTING RESEARCH 
COMMITTEE 


Lectures in 1948 

The Committee reported that one of its 
first tasks was to determine the pro- 
gramme for the 1948 series of annual 
research lectures. In doing so, it arranged 
for planned discussion of the papers. 
Copies of each paper were circulated in 
advance of the lecture. The author’s sum- 
mary was then supplemented by con- 
sidered comments. The detailed list of 
titles, lecturers and commentators were 
set out in the annual report of the Council 
sent to all members. 


Explanatory Statement 

In accordance with the wishes of. 
General Council, a statement explaining 
the objectives of the annual research lec- 
tures was compiled by the Committee in 
May, 1948, and, with the approval of the 
Executive Committee, copies were sent to 
Divisional Councils. Good attendances at 
the 1948 series of lectures showed a de- 
finite awakening of interest in account- 
ancy research and indicated that the 
nature and purpose of the lectures were 
better appreciated by members. 
Lecturers 

The Committee reported that it had 
agreed that the selection of additional 


Mr. R. J. Chambers, of Sydney 

Mr. R. S. Turner, of Adelaide 

Mr. F. T. Cross, of Brisbane (Bar- 
rister-at-Law and a member of 
this Institute) 
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lecturers should be made on the following 
basis: 

(a) That additional lecturers should be 
appointed to the panel for the pur- 
poses of providing a separate lec- 
ture for each university and of 
giving Joint Lecture Committees a 
wider choice of lecturers. 

That lecturers should not of neces- 
sity be required to deliver a series 
of lectures and, in the event of 
their agreeing to do so, that they 
need not always be delivered in 
consecutive vears. 

That lecturers should be informed 
that the Librarian will provide re 
ferences to material already writ 
ten on the subjects which they 
undertake to investigate. 

That lecturers should be asked to 
confer with a member of a Sub- 
Committee consisting of Messrs. A 
A. Fitzgerald, R. K. Yorston, and 
N. 8. Young. 

Each Divisional Council savas asked in 
June, 1948, to supply the Committee with 
the names of any members of the Division 
who were considered to be able and will- 
ing to contribute papers of the required 
standard. On the receipt of this informa- 
tion, invitations to prepare lectures were 
extended to several members and the fo! 
lowing have agreed to do so: 


“Accounting and Financial Policy” 
“Secret Reserves” 


“Nature of Education in Law for 
Accountants” 


Existing members of the panel are proceeding with their investigations of the 


following subjects: 
Mr. G. E. Fitzgerald, of Melbourne 


. A. Trish, of Sydney.. 
. A. Braddock, of Adelaide 


. C, Keown, of Melbourne 


The Committee submitted a tentative 
programme for the 1949 lectures as a 
basis for discussion with the Universities. 
In view, however, of the visit this year of 


“The Relationship between the Accounts 
of Statutory Trading Undertak- 
ings and the Budget” 

“Evolution of Corporate Accounts” 

“Accounting Concepts of Australian 
Legislation” 

“Analysis and Interpretation of Finan- 
cial and Operating Statements of 
Australian Businesses” 


Mr. F. Sewell Bray, details of which are 
given later in this report, General Coun- 
cil decided that, with the consent of tlie 
Universities, Mr. Bray should be invited 
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to deliver the 1949 research lectures and 
that the programme of lectures tenta- 
tively planned by the Committee should 
be deferred until the first half of 1950. 
The possibility of arranging for econo- 
mists, lawyers and engineers to collabor- 
ate with accountants in the preparation 
of joint lectures had been explored. No 
definite arrangements for joint lectures 
had yet been made, but the Committee 
was hopeful that it might be possible for 
this to be arranged in future years. A 
paper on “Inherent Limitations af Ac- 
counting” was submitted by Mr..A. A. 
Fitzgerald during a session devoted to a 
discussion of accountancy and economics 
at the January, 1949, meeting of the A. & 
N.Z. Association for Advancement of 
Science. It was hoped that the interest 
shown in this paper by economists might 
lead to further examination of the con- 
nection between accounting and _ eco- 
nomics and of the differences in economic 
and accounting concepts. 


Subjects 


At the request of the Committee, 
Messrs. A. A. Fitzgerald, R. K. Yorston, 
and N. 8. Young agreed to compile a list 
of subjects suitable for examination by 
research lectures. 

The Committee was of the opinion that 
the list would be of great assistance to 
members who were invited to prepare 
future lectures. Copies supplied to them 
will be annotated by references made to 
any particular subject in lectures so far 
These references have been 
the Librarian at Central 


delivered. 
compiled by 
Office, 


Organization 


In the light of experience gained with 
the 1948 series of research lectures, the 
Committee reported that in its opinion ar- 
rangements for future lectures could be 
improved in the following ways: 

a) By distributing 
papers at the lecture 
sending copies in advance to mem- 
bers who intimated their intention 
of being present. 


copies of the 
instead of 
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(b) By asking Commentators to supply 
written copies of their comments 
before the lecture for subsequent 
publication in The Australian 
Accountant. 

These recommendations of the Commit- 

tee were adopted by General Council. 


Discussion of Research Lectures 


The Committee agreed in June, 1948, 
that organized discussion of future re- 
search lectures could best be carried out 
in the following way: * 

(a) That each Division should be asked 
to organize special study groups to 
discuss the annual research lec- 
tures. 

That the objective of the Special 
study groups should be the submis- 
sion of material for publication in 
The Australian Accountant or other- 
wise. 

That material submitted for pub- 
lication should be examined ‘by this 
Committee. 

That Divisional Councils should be 
asked to let this Committee know 
what arrangements had been made 
for the organization of special 
study groups. 

That it be suggested to Divisional 
Councils that Students’ Societies 
be asked to arrange discussions of 
the papers. 

The Committee reported to General 
Council that the above views had been 
conveyed to Divisional Councils both in 
respect of research lectures and Conven- 
tion A study group in each of 
New South Wales and Victoria had de- 
voted some time to the discussion of 
depreciation in relation to replacement 


papers. 


eosts. 


Institute Convention 


The Committee reported that in June, 
1948, it had decided to make certain re- 
commendations to General Couneil re- 
garding a further Institute Convention to 
be held in 1950. In view, however, of the 
subsequent arrangements made to hold an 
Australian Congress on Accounting in 
Sydney in November, 1949, General Coun- 
eil decided: 
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(a) That a Commonwealth Institute of 
Accountants Convention should be 
held in Adelaide in April, 1951. 

(b) That a prominent feature of the 
Convention should be_ technical 
papers of a similar nature to those 
presented at the 1947 Convention 
and that the Adelaide Research 
Lecture should be delivered during 
the Convention. 

(ce) That the Accounting Research 
CommitteeShould act as the Papers 
and Publications Committee for 
the Convention. 

(d) That the suggestion of the Com- 
mittee that a visit of a prominent 
overseas accountant should be ar- 
ranged to coincide with the Con- 
vention should be noted. 


Discussion of Convention Papers 


The recommendation of the Committee, 
that the discussion of Convention papers 
should be organized on the same lines as 
the discussion of research lectures, was 
adopted by General Council. 


Visit of English Accountant 


The Committee reported on the ar- 
rangements made for the visit to Aus- 
tralia of Mr. F. Sewell Bray, Senior Nuf- 
field Research Fellow, Department of Ap- 
plied Economics, University of Cam- 
bridge. At its December meeting, the 
Committee was informed of the possi- 
bility of Mr. Bray visiting Australia. It 
appeared that the British Council had a 
scheme’ for payment of the fares of dis- 
tinguished scholars invited to Australia 
by Universities and other sponsoring 
bodies. The Committee decided that the 
possibility of arranging the visit on the 
invitation of some of the Universities and 
this Institute should be explored. 

All Universities and Canberra Univer- 
sity College subsequently agreed to spon- 
sor the invitation and the British Coun- 
cil approved of a Travel Grant covering 
Mr. Bray’s sea passage to Australia and 
return. Mr. Bray then agreed to under- 
take the journey, to deliver at least one 
lecture at each University and to prepare 
a paper for the Congress.. 
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General Council ratified the action of 
the Committee in collaborating with the 
Universities in sponsoring the visit of Mr. 
Bray and decided that this Institute 
should meet the cost involved, less any 
amounts that may be contributed by the 
universities. Providing the expenses of 
his visit are adequately covered Mr. Bray 
does not wish to raise any question of a 
fee. 





Uniform Company Legislation 


The Committee reported on the pro- 
gress-which had been made in earrying 
out the request of General Council that it 
examine the question of desirable amend- 
ments to the “Accounts” provisions of 
Australian Company legislation. 

At its meeting in June, 1948, the Com- 
mittee had agreed: 

(a) That the task could be resolved by 
adopting generally the philosophy 
of the English Companies Act of 
1947, in the light of the Cohen 
Committee report, with the objec- 
tive of getting an Act in each State 
corresponding as nearly as possible 
with the English Act. 

(b) That a number of members should 
be asked to examine the English 
Act and relate to it the provisions 
of the Victorian Act, in particular, 
and any other State Act desired, 
with a view to suggesting any vari- 
ations of the English Act which 
might be necessary or desirable. 

(¢) That the following members should 
be asked to assist with this task: 
Messrs. L. A. Brumby (Vie.), L. H. 
Dillon (Vie.), A. A. Fitzgerald 
(Vic.), G. E. Fitzgerald (Vie.), M. 

F. Hardie (N.S.W.), R. A. Irish 
(N.S.W.), K C. Keown (Vic.), A. 
(. Leslie (N.S.W.), O. H. Paton 
(N.S.W.), J. W. Ross (Vic.), 
W. M. Seott (Vic.), F. H. Talbot 
(N.S.W.), H. J. Trist (N.S.W.), R. 
S. Turner (S.A.), R. K. Yorston 
(N.S.W.), N. S. Young (S.A.). 

A procedure was established for the 
division of sections between members who 
agreed to assist and for their comments 
to be examined in the first instance by 
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members in Sydney and finally by the 
Melbourne members of the Committee 
before they were sent on to the Executive 
Committee. 

What at first appeared to be a simple 
task of adopting the English Act as a 
synthesis of the Cohen Committee’s re- 
commendations turned out to be a more 
complicated matter. This arose because 
of uncertainties in Great Britain over the 
interpretation of some of the provisions 
of the English Act and doubts whether in 
all respects the new provisions were con- 
sistent with accounting theory as ex- 
pressed in the Recommendations of the 
English Institute. The task was therefore 
taking longer than was expected, but the 
Committee felt that time would be well 
spent in clearing up differences in view- 
point before recommending any changes 
in Australian legislation. Already many 
hours have been devoted to the discussion 
of notes prepared by various members of 
the Committee. 

Other interested bodies have been in- 
formed of the work in progress and that 
the views of this Institute will be dis- 
cussed with them when the task has been 
completed. On learning of the extent of 
the investigations involved, these bodies 
appreciated the work being undertaken 
by this Institute. 


Accounting Standards and 
Terminology 


The Committee reported that it had de- 
cided to examine the definitions of depre- 
ciation, current and fixed assets. 
As a first step towards this end, the 
Librarian at central office compiled a list 
of all references in text books and peri- 
odicals to the term “depreciation” and is 
in the course of preparing a brief indica- 
tion of the nature of each reference. In 
addition, Mr. Yorston was revising the 
definitions of accounting terms contained 
in his book on “Commercial Dictionary” 
for consideration of members of the Com- 
mittee and others likely to be of assist- 
ance. General Council noted the report. 


assets 


State Research Committees 

decided to adopt, 
the recommenda- 
that a Research 


General Council 
Wherever practicable, 
tion of the Committee 
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Committee should be appointed in each 
State, and that a member of the Central 
Committee should be appointed to any 
such State Research Committee which 
may be formed. 


FINANCE COMMITTEE 


The Finance Committee submitted a 
number of financial statements for con- 
sideration of General Council, including 
those of the Divisions and of the Publish- 
ing Company. 

In view of the substantial deficit likely 
to occur in 1949, General Council decided 
that the budget should be referred back 
to the Finance Committee with the re- 
quest that it should report to the Execu- 
tive Committee in six months’ time on 

(a) the financial position of the Insti- 
tute ; 
the desirability or otherwise of an 
increase in members’ subscriptions 
as from Ist January, 1950. 


(b) 


APPLICATIONS COMMITTEE 


The Committee submitted details of ap- 
plications for admissions to membership, 
of changes in status (including transfers 
to the Separate List) and of removals 
from the Register of Members dealt with 
by the General and Divisional Councils 
during the year. 


MATTERS NOT DEALT WITH IN 
COMMITTEE REPORTS 


Council of S.A. Division 


In pursuance of Article 99, it was de- 
cided that the number of members com- 
prising the South Australian Divisional 
Council should be increased from eleven 
to twelve. 


N.Z. Society of Accountants 

The Gouncil extended its congratula- 
tions to Mr. A. A. Fitzgerald on the com- 
pliment paid to him by the New Zealand 
Society of Accountants by inviting him 
to present a paper at its Convention to be 
held in February, 1950. 


The President 
General Council placed on record its 
appreciation of the work carried out dur- 
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General Council Meeting—continued Office Bearers 
ing the year by the President, Mr. R. F. After the Annual Meeting, the follow- 


Rushton, and of the manner in which he ing Councillors were elected as Office 
had conducted this meeting. Bearers for the ensuing year: 


President : Mr. E. A. Peverill. 
Vice-Presidents: Mr. N. 8. Young, 

Mr. T. A. Stump. 
Hon. Treasurer: Mr. T. F. Brennan. 


Standing Committees 
The following Committees were appointed for the ensuing year: 

Executive: The President (Chairman), T. F. Brennan, A. A. Fitzgerald, O. H. Paton, 
F. H. Talbot and N. 8. Young. 

Finance: The Hon. Treasurer (Chairman), A. A. Fitzgerald and E. A. Peverill. 

Applications: A. A. Fitzgerald (Chairman), T. F. Brennan and E. A. Peverill. 

Parliamentary and Laws: O. H. Paton (Chairman), G. W. Brain, M. F. Hardie, and 
A. C. Leslie. 

Board of Examiners: H. P. Ogilvie (Chairman), A. A. Fitzgerald, A. M. Hislop, 0. 
R. MacDonald, F. H. Tatbot, H. J. Trist and N. 8S. Young, with power to 
co-opt one further member, the additional appointment to be approved by th« 
Executive Committee. 

Membership: F. H. Talbot (Chairman), T. D. Kelly, O. H. Paton, C. H. Prosser, 
Walter Seott and H. J. Trist. 

Education: A. A. Fitzgerald (Chairman), J. A. L. Gunn, V. R. Hill, K. C. Keown, 
Hi. J. Trist and N. 8. Young. 

Accounting Research: E. A. Peverill (Chairman), L. A. Brumby, L. H. Dillon, A. A. 
Fitzgerald, G. E. Fitzgerald, R. A. Irish, K. C. Keown, W. M. Scott, V. L. 
Solomon, R. K. Yorston and N. 8. Young. 


Representatives on Joint Boards of Examiners 
The following members were appointed the Institute’s representatives on Joint 
Boards of Examiners as under: 
(a) With the Melbourne Technical College— 
Messrs. H. P. Ogilvie, A. A. Fitzgerald and A. M. Hislop. 
(b) With the South Australian School of Mines— 
Messrs. H. P. Ogilvie, A. A. Fitzgerald and N. 8. Young. 
With the Sydney Technical College— 
Messrs. H. P. Ogilvie, A. A. Fitzgerald and F. H. Talbot. 
With the Perth Technical College— 
Messrs. H. P. Ogilvie, A. A. Fitzgerald and O. R. MacDonald. 
With the Edueation Department of Victoria— 
Messrs. H. P. Ogilvie and A. A. Fitzgerald. 
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AUSTRALIAN CONGRESS ON ACCOUNTING 


Preparations for the Second Australian 
Congress-on Accounting, to be held in 
Sydney from 21 to 25 November next, 
have now passed the planning stage. 
Overseas bodies have been invited to send 
representatives and some of them have 
already agreed to do se—the English In- 
stitutes, in particular, are sending a num- 
ber of official delegates. Distinguished 
and experienced members of the profes- 
sion are preparing interesting and stimu- 
lating papers for the technical sessions. 
Arrangements are well in advance for the 
social functions and sporting events. As 
the Congress will be a unique event in 
the history of accountancy in Australia, 
we wemind our readers of the oppor- 
tunities it offers to extend one’s technical 
knowledge and to consolidate personal 
relations within the profession. 

We are now able to announce the names 
of the lecturers and to indicate the range 
of subjects to be discussed at the technical 
sessions. 


Mr. A. A. Fitzgerald, of Melbourne, will 
review the development of aceounting 
in the sense of a systematic coherent 
body ef theory on which rules of 
practice should be based and will 
examine authoritative pronounce- 
ments of Institutes of Accountants in 
U.K., U.S.A. and Australia. 

Mr. F. E. Trigg, of Sydney, will indicate 
that the days of fixed auditing pro- 
cedures and ‘‘green-tickers’’ are in 
eclipse and will suggest basie stand- 
ards of auditing for adoption in 
Australia. 

Mr. Gilbert D. Shepherd, representing 
the Institute of Chartered Account- 
ants in England and Wales, will de- 
liver a public address on the future 
role of accountants. 


Mr. F. Sewell Bray, Senior Research 
Fellow in the Department of Applied 
Economies in the University of Cam- 
bridge, will discuss the further exten- 
sions of the use of accounting data 


likely to arise from excursions into 
the borderland between accountancy 
and economics. 


Mr. Walter Scott, of Sydney, will out- 
line the new opportunities which are 
opening up for wider and more valu- 
able services by cost accountants to 
management. He will review the 
specialised skill and assistance which 
is becoming available to various 
levels of authority now regarded as 
part of management. 


Mr. T. A. Hiley, of Brisbane, will in- 
dicate that the accountants’ work has 
extended in scope and social signi- 
ficance and will deal with the wider 
conception of the responsibilities of 
both practising and non-practising 
accountants. 

Mr. N. S. Young, of Adelaide, will re- 
view the development of the account- 
aney profession in Australia and will 
advocate concrete methods of train- 
ing within the profession and a more 
liberal educational policy generally. 

Commentators drawn from all parts of 
Australia will lead the discussion of the 
papers at the technical sessions which 
will cater for all sections of the pro- 
fession. 

After months of preparation and plan- 
ning, a comprehensive programme of 
social functions, sporting events and ex- 
cursions to places of scenic beauty has 
been developed to meet all tastes. There 
will be a reception to overseas and Inter- 
state visitors by the Lord Mayor, a lun- 
cheon at which an official weleome will be 
extended to the visitors by New South 
Wales members, a late afternoon party, at 
which members and their wives will have 
an opportunity of meeting, and a banquet 
to which prominent guests will be invited. 
A ball will be a further highlight of the 
social programme. Golf, tennis and bowls 
will provide opportunities for recreation 
and a special trip round the Harbour 
will enable visitors to enjoy some of the 
scenic beauties of Sydney. 
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Accounting Congress—continued 


Accommodation is still available for 
those intending to visit Sydney for the 
Congress and who have not yet completed 


their arrangements. To make sure of ac- 
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commodation, it is necessary for immedi- 
ate contact to be made with the Secretary 
of the Accommodation Committee, Mr. A. 
E. Dent, 19 Bligh Street, Sydney, who 


-will make suitable accommodation ar- 


rangements for you. 





FINAL COMMONWEALTH PAYMENTS OF SUBSIDY CLAIMS 


In view of its importance, the follow- 
ing statement by the Commonwealth 
Deputy Prices Commissioner (Mr. F. J. 
Herlihy) is published for the information 
of readers: 

The Commonwealth Deputy Prices Com- 
missioner (Mr. F. J. Herlihy) referred to- 
day to the final payments on subsidy 
elaims which were still held on behalf 
of the Commonwealth Prices Branch. 
Payment of subsidy, he explained, was 
not necessarily a right, and it was the 
practice to withhold payment in some 
measure when it was evident that the 
trader concerned could well afford to 
absorb some or all of the increased costs 
for which relief was sought by. way of 
subsidy. It was accordingly necessary for 
traders concerned to submit balance 
sheets and supporting statements as early 
as possible. A period of three months 
after balancing date will be allowed in 
which to submit these documents, and 


extension of time should be sought in 
writing if it is found impossible for a 
bona fide reason to submit them within 
the prescribed time. The final considera- 
tion of these subsidy claims will practiec- 
ally be the last action in the liquidation 
of the activities of the former Common- 
wealth-wide Prices Branch, and _ every 
effort will be made to speed up action. 
If the balance and supporting 
documents are not submitted within the 
prescribed period or an extension of time 
not sought in writing within that period 
it is not proposed to give any further 
consideration to the claims. As_ the 
majority of traders balance their accounts 
at 30 June, it is, therefore, necessary 
that action should be taken by them be- 
fore 30 September next. Wide publicity 
will be given to the foregoing require- 
ments and traders must themselves accept 
full responsibility if they do not take the 
necessary action during the three-month 
period. 


sheets 
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BOOK REVIEWS 


Sale of Goods in Australia, by P. E. Josxe, M.A., LL.M., K.C. 
(Aust.) Ltd., 1949. Pp. xxxi and 154, including index. 


The actual text of this book—which is 
published as number 11 in Butterworth’s 
Taxation and Commercial Series—covers 
only 137 pages, but in this comparatively 
small space the learned author has set out 
in detail “the law relating to the sale of 
goods in the light of the statutory code 
and its interpretation,” and in: doing so 
has cited over 600 relevant legal de- 
cisions, which is indicative of the many 
problems which may be encountered in 
connection with this particular branch of 
the law. 

The law on this subject has been codi- 
fied, and in the first chapter the learned 
author mentions the legal principles of 
construction of a code, and is careful to 
point out what is not always remembered 
by persons outside the legal profession— 
namely, that the ordinary rules of assign- 
ment, and those “rules of the common 
law, including the law merchant, save in 
so far as they are inconsistent with the 
express provisions of the Code, and in 
particular the rules relating to the law of 
principal and agent, and the effect of 
fraud, misrepresentation, duress or ¢o- 
ercion and mistake or other invalidating 
cause, still continue to apply to contracts 
for the sale of goods.” Then in successive 
chapters he discusses the contract of sale, 
capacity to contract, the form of the con- 
tract, its subject matter, the price, con- 
ditions and warranties, the transfer of 
property as between seller and buyer, the 
transfer of title, the performance of the 


Personnel Management, by Micuar. J. Juc 


Ill. 696 pp. Price $6. 

This book is addressed principally to 
the problems confronting the personnel 
officer or student of today, and aims to 
bring up-to-date many applications of the 
principles so much publicized in pre-war 
Writings. 

Organization structure as it applies to 
personnel management, whilst telling 
little that is new, is clearly presented and 


sutterworth & Co. 


contract, the rights of the unpaid seller 
against the goods, actions for breach of 
the contract, and auction sales. Finally, 
there is a very full index, extending over 
16 pages, the advantages of which are 
clear. 

Members of the legal profession should 
find this book particularly useful, em- 
bodying, as it does, within a compara- 
tively small compass, a clear and detailed 
statement of the legal principles involved, 
supported as necessary by references 
either to statutory provisions or judicial 
decisions. But those whose business calls 
on them to know something of the law 
relating to the sale of goods will also 
derive considerable benefit from it—not 
in the sense that they will be able, after 
studying it, to solve all problems which 
may arise, but in the sense that careful 
study of the principles set out may sug- 
gest to them cases in which proper legal 
advice would be desirable. A similar ad- 
vantage may well accrue to accountants 
whose clients may seek their opinion on 
some particular contract for the sale of 
goods—that is, the accountant may be 
able to advise his client that this matter 
is one on which legal advice should be 
taken. 

Intelligently used, this book should be 
of considerable interest and advantage, 
not only to lawyers, but to men of busi- 
ness generally. 

L. C. VOUMARD. 


tus. Richard D. Irwin, Ine., Chicago, 


shows a logical distribution of minor 
functions and channels of information. 
Particular attention is given to the 
theme and for the use of this technique, 
“Job Specification — Man Specification” 
many descriptive examples are presented. 
As a post-war publication, use has been 
made of war-time discoveries, notably 
T.W.1., Executive and Supervisory Train- 
ing and their continued use is espoused. 
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Under the chapter title “General Edu- 
eation and Communications,” the author 
takes great pains to emphasize the im- 
portance of recognition of the individual 
as a morale builder. Of interest to the 
student of employee attitudes, much space 
is devoted to the discovery of “What the 
employee is thinking” and the various 
means of unearthing and using such in- 
formation. Techniques such as suggestion 
and question-boxes, counselling, the 
“open-door” policy, questionnaires and 
experimental situations are described to 
meet the needs of the vigilant personnel 
executive. 

Employee shareholdings and _profit- 
sharing schemes touched upon would 
guide those with interest in formulation 
of such plans. 

“Positive motivation of employees,” a 
chapter given up to “that which appeals 
to the worker,” sets out tools of motiva- 
tion with special attention to problem 
employees. 


University Press. Pp. 97. $2.00. 


The Comptroller: His Functions and Organization, by J. HWucu Jackson. Harvard 


July, 1949 


Almost a heresy to many traditional 
managements, the writer recommends the 
audit of a company’s personnel policies 
and practices, and by the use of a com- 
prehensive check lists covering avenues 
such as Safety, Induction and Training, 
shows how the audit may be facilitated. 
Throughout its 700 pages, there is no 
lack of forms, charts, barometers, graphs, 
sketches and photographs, many of which 
set out to show procedures and perform: 
ance of businesses of different types and 
sizes. 
Problem questions appear at the end of 


. each chapter and are useful in checking 


acquired knowledge. 

As is usual in most publications of this 
nature, much of the matter relates to, or 
is governed by legislation enactments of 
the country of origin (U.S.A.), but this 
need not deter the potential user of the 
work from perusing its informative writ- 
ing and modern approach to Personnel 
Management. 


J.S. McCARTHY. 






Practical Controllership, by Davin R. ANperson. Richard D. Irwin Inc. Pp. 527. 


$6.00. 


The office of controller has not vet 
made its appearance in Australian busi- 
ness organization even though it has béen 
well established in American corporation 
practice for the last fifty years. With the 
steady growth in the responsibilities and 
functions of the accountant in modern 
business, however, it would not be sur- 
prising if, within the next few years, 
Australian businesses were to formally 
recognize this increasing importance and 
create the position of controller as one of 
the chief offices in the executive hier- 
archy. Consequently, these two books by 
acknowledged leaders of the profession in 
America should be read by all interested 
in the organization and management of 
business. 

The first of these two books is a report 
of the Dickinson Lectures in Accounting 
delivered at Harvard University during 
1946-47. The lecturer is Professor of 
Accounting at Stanford University and 


(Continued on page 285) 


has made a special study of the organi- 
zational and administrative problems of 
business with particular reference to the 
place of Controllership therein. 

David R. Anderson is, on the other 
hand, actively engaged in industry as the 
controller of The Kendall Company, Bos- 
ton, Massachusetts, and his book is de- 
voted to a detailed exposition of the 
actual work of a controller. 

Professor Jackson has taken as a basis 
for his lectures a study he made of the 
organization of 195 American companies 
and has deduced therefrom much of in- 
terest relating to the history, develop- 
ment, present status and duties of the 
controller. 

After pointing out that the position of 
controller was first introduced into 
American business about the turn of the 
century, the lecturer shows that not every 
major company has created a controller 
as its chief accounting officer. In fact, 
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The Comptroller—continued 

only about half the companies analysed 
had a controller as their chief accountant 
and auditing officer. This finding is neces- 
sarily qualified though by the fact that 
many of the companies have officers with 
designations such as auditor, general 
auditor or the like, who perform much 
the same duties as those officers who are 
labelled controller. The function if not 
the title, is therefore widespread in 
American business. 

What, then, are the functions of the 
Controller? On the basis of his survey 
Professor Jackson answers this question 
by summarizing what he ealls the “basic 
functions” of the controller. “. . . the 
basic functions of the controller may be 
stated to be in general as follows: 

a) The accounting function, including 
the corporate, general financial, 
and cost accounting operations, to- 
gvether with the methods and 
tems activities embracing the de- 
sign, installation, and custody of 
all accounting books, records. and 
forms, and the co-ordination of the 
clerical and _ office and 
facilities throughout the company ; 
The auditing function, including 
the establishmeygt and maintenance 
of internal controls, the audit of 
receipts and disbursements, gen- 
eral internal auditing, and the gen- 
eral relationship with the com- 
pany’s public accountants; 

The tax function, including the as- 
sembly of information and the pre- 
paration of returns for income, ex- 
and payroll taxes, and the 
general relationship with tax 
agents and auditors; and 
The interpretative function, in- 
cluding the preparation, analysis 
and explanation of financial facts, 
figures, and statistics to assist the 
directors, officers, and general 
management of the company in the 
formulation of plans and policies, 
the measurement of results, or for 
other purposes of internal or ex- 
ternal use.” 

To these basic functions, which are per- 

formed in almost all cases studied, must 


SYS- 


systems 


c1se, 


be added other duties which are per- 
formed, in a greater or lesser degree, in 
the other organizations. These other 
duties inelude the following— 

“.. the preparation of economic and 
cost analyses covering past, present and 
proposed operations; general administra- 
tive responsibility for forecasts of cash 
receipts, disbursements, and _ balances; 
responsibility for forecasts of profits, 
taxes payable, and the like; the prepara- 
tion, consolidation, and enforcement of 
budgets relating to operations, capital ex- 
penditures, advertising and pro- 
grammes, ete.; administrative responsi- 
bility for centralized payroll accounting; 
the preparation and maintenance of con- 
fidential payrolls; general administrative 
responsibility for centralized clerical ser- 
vices, such as the mechanical preparation 
of statistics, stenographic and duplicat- 
ing service, and the central telephone ser- 
vice; responsibility for the handling of 
geovernmental regulations, orders, and re- 
quests; determining the insurance and 
surety-bond requirements of the com- 
pany, and the placement of lines; and 
service as a member of permanent or 
special committees formulating, or assist- 
ing in the administration of, company- 
wide policies.” 


sales 


Professor Jackson summarizes his find- 
ings on the functions of the controller 
thus: is to take accounting out of 
its strait jacket so that it can be used by 
practical management.” 


Mr. Anderson expands a great deal on 
the other functions and much that he has 
to say is of great interest to accountants. 
I found particularly useful his two chap- 


Marketing and Administrative 
Costs. Non-manufacturing costs have, 
in the reviewer’s opinion, been sadly 
neglected in Australia and in anticipation 
of the rapidly approaching time when 
business is again acutely ‘cost-conscious’ 
thought should be given to this 
form of cost finding and control. In this 
connection, a study of Mr. Anderson’s 
two chapters will be found of interest. 


ters on 


some 


To anyone who is interested in the 
broader problems of the accountancy pro- 
fession in Australia and is keen to know 
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along what lines the profession will de- 
velop, these two books will prove 
illuminating. 

We have not yet completely outgrown 
our “bookkeeper’s” habits of thought 
whereby we have been concerned more 
with the accuracy of the £5 petty cash 
fund than with the £5,000 inventory and 
less with proper presentation of account- 
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ing information than with balancing the 
debtor’s ledger. Accordingly we have 
not, as yet, given that service to business 
which is our duty and function. If we are 
to properly fulfil our function, I think 
that some of the ways in which we must 
proceed are shown by these two books. 
They warrant the attention of all Aus- 
tralian accountants. 
K. C. KEOWN 


Costing for Control (1st Edition), by J. H. Burton. Gee & Co. (Publishers) Ltd., 
London. Pp. 91 + iv. Australian price, 19/6. 


In his prefatory note, Mr. Burton as- 
serts that his work is essentially meant 
for the industrialist and the high execu- 
tive rather than those who will be called 
upon to prepare the control records. Con- 
sisting of only 91 pages, the book could 
be read easily by those for whom it is 
said to be intended. 

The title of the book is good. In ad- 
dition, the author has outlined some ex- 
cellent thoughts in regard to cost ac- 
counting principles. But, unfortunately, 
he leaves us in suspense as to the appli- 
cation of his methods of control to a par- 
ticular industry, or even to industry in 
general. As such, the book may not have 
the desired effect on readers. 

Whilst several excellent cost account- 
ing principles are mentioned, the work 
seems to be a mixture of an explanation 
of how the auditor can use ancillary cost 
records and a discussion on the auditor’s 
duty regarding verification of stock 
shown in the Balance Sheet. 

Much space has been devoted to a dis- 
cussion on the verification of stock. The 
details associated with the Kingston Cot- 
ton Mills Co. Ltd. ease and those of the 
Kesson and Robbins, Ine. (U.S.A.) ease 


are included at some length. Both of 
these cases are essentially case studies for 
auditors, but not so necessary for Cost 
Accountants. 

At times the author induces a strong 
flavour of municipal accounting and in 
many cases mentions elementary cost pro- 
cedure. The book could be more profit- 
ably read by those engaged in municipal 
audits and municipal administration work 
generally. 

Two desirable features which must at- 
tend any proper cost installation are 
mentioned. Mr. Burton says that a cost 
installation must be thorough and correct 
—mere playing at costing is not worthy 
of the name. Besides this, a cost installa- 
tion must show the cost of the 
installation. 

There are several new thoughts in the 
book, especially the suggestion about ob- 
taining comparative figures from com- 
petitive concerns, in detail as well as in 
total, of budgeted costs being used by 
them in their internal cost control. This 
thought appears to be wishful thinking 
rather than a hoped-for reality. 


cost 


D. M. CRONIN. 
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Edited by 
O. R. MacDonaLbD, A.I.C.A. 


COMMONWEALTH INCOME TAX LAW AND PRACTICE 


Commonwealth Institute of Accountants — April, 1949, Examination 
Model Answers 


by 


R. E. O’NEILL, A.1.C.A. 


Question 1. 

You are appointed liquidator of a com- 
pany. Set out fully your obligations un- 
der the Income Tax Assessment Act and 
also state whether you have any priority 
for your remuneration as against any in- 
come tax due. 

Answer 1. 

Under s. 215 a person, upon becoming 
liquidator of a company which is being 
wound up, must within 14 days after he 
has become liquidator give notice of his 
appointment to the Commissioner. He 
may not, except with leave of the Com- 
missioner, part with any of the assets of 
the company until he has been notified by 
the Commissioner of the amount which 


appears to the Commissioner to be suf- 
ficient to provide for any tax for which 
the company may be liable. Upon receiv- 
ing such notification the liquidator must 
reserve assets to the value of the amount 
of tax notified and to that extent he is 


liable as trustee to pay the tax. If the 
liquidator fails to make provision as re- 
quired to meet the tax he becomes per- 
sonally liable therefor to the extent of the 
value of the assets of which he has taken 
possession and which were available at 
any time for payment of tax. 

Upon the winding up of any company, 
the Commissioner may, if all other credi- 
tors of that company, whose debts rank 
in priority to the costs, charges and ex- 
penses incurred by the liquidator, agree 
to do likewise, permit all such costs, etc., 
which, in the opinion of the Commis- 
sioner, have been properly incurred by 
the liquidator, including his remunera- 
tion, to be paid out of the assets of the 
company in priority to any tax under 
the Commonwealth Act which is payable 
by the company (s. 215 (6)). This pro- 
Vision was inserted in the Act in 1941, 
that is, prior to the enactment in 1942 of 
8.221. It is considered that a liquidator’s 


costs and expenses of winding up, inelud- 
ing his remuneration, may, by virtue of 
the proviso to s, 221 (1) (b) (il), be paid as 
of right in priority to any income tax due. 
Question 2. 

Describe the circumstances under 
which an income tax assessment, which 
has been issued, may be amended by the 
Commissioner. 


Answer 2. 

The Commissioner may, subject to the 
limitations stated hereunder, at any time 
amend any assessment by making such 
alterations therein or additions thereto as 
he thinks necessary, notwithstanding that 
tax may have been paid in respect of the 
170 (1) 

Where a taxpayer has not made to the 
Commissioner a full and true disclosure 
of all material facts necessary for his 
assessment, and there has been an avoid- 
ance of tax, the Commissioner may, where 
he is of opinion that the avoidance of 
tax is due to fraud or evasion, at any time 
amend the assessment by making such 
alterations therein or additions thereto 
as he thinks necessary to correct an error 
in calculation or a mistake of fact (but 
not of law) or to prevent avoidance of 
tax, as the case may be (s. 170 (2)). 

Where a taxpayer has not made to the 
Commissioner a full and true disclosure 
of all the material facts necessary for his 
assessment, and there has been an avoid- 
ance of tax, but the Commissioner does 
not form the opinion that the avoidance 
of tax is due to fraud or evasion, he may, 
within siz years from the date upon 
which the tax became due and payable 
under the assessment, amend such assess- 
ment by making such alterations therein 
or additions thereto as he thinks neces- 
sary to correct an error in calculation or 
a mistake of fact (but not of law), or to 
prevent avoidance of tax, as the case may 
be (s. 170 (2)). 


assessment (s. 
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Where a taxpayer has made to the Com- 
missioner a full and true disclosure of all 
the material facts necessary for his assess- 
ment, and an assessment is made after 
that disclosure, no amendment of the 
assessment increasing the liability of the 
taxpayer in any particular shall be made, 
except to correct an error in calculation 
or a mistake of fact; and no such amend- 
ment shall be made after the expiration 
of three years from the date upor which 
the tax became due and payable under 
that assessment (s. 170 (3)). 

Thus, a three-year limit is imposed in 
the above class of case, and even within 
that limit no amendment can be made ex- 
cept to correct an error in calculation or 
a mistake of fact. The Commissioner can- 
not amend an assessment to correct a mis- 
take of law, except as the result of the 
determination of an objection lodged by 
the taxpayer. 

No amendment effecting a reduction in 
the liability of a taxpayer under an 
assessment shall be made except to cor- 
rect an error in calculation or a mistake 
of fact (but not of law); and no such 
amendment shall be made after the ex- 
piration of three years from the date 
upon which the tax became due and pay- 
able under that assessment. (s. 170 (4)). 

Where, however, an application for an 
amendment in his assessment is made by a 
taxpayer within three years from the date 
upon which the tax became due and pay- 
able under that assessment, and the tax- 
payer has supplied to the Commissioner 
within that period of three years all in- 
formation needed by the Commissioner 
for the purpose of deciding the applica- 
tion, the Commissioner may amend the 
assessment when he decides that applica- 
tion, notwithstanding that the three-year 
period has elapsed (s. 170 (6)). 

Question 3. 

Describe fully the concessional rebates 
allowed to a taxpayer in respect of his 
wife, and in respect of the maintenance 
of children. State the amounts on which 
rebates are allowable. 

Answer 3. 

The allowance of concessional rebates in 
respect of, inter alia, a wife, children un- 
der 16 years of age, invalid child over 

16 years, child over 16 but under 19 years 
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receiving full-time education or daughter- 

housekeeper, is restricted to taxpayers 

who are residents of Australia, Papua, 

New Guinea and Norfolk Island. The 

various dependants must also be residents, 

(a) Wife: A wife must be wholly main- 
tained by the taxpayer, the tests for 
which are: 

(1) her separate net income derived 
from all sources in the year of in- 
come is less than £100, and 

(ii) the taxpayer contributes to her 
maintenance. 

Provision is made for a_ proportionate 

allowance where she is wholly maintained 

by the taxpayer during part only of the 
year of income. The concessional rebate 
is calculated with reference to a rebate- 
able amount of £150. This rebateable 
amount applies only where her separate 
net income does not exceed £50. Where 
such separate net income exceeds £50 but 
is less than £100, the rebateable amount 
of £150 is reduced by a sum which bears 
the same proportion to £150 as the excess 
of the separate net income over £50 bears 
to £50. In other words, the rebateable 
amount of £150 is reduced by £3 for every 
£1 by which the separate net income ex- 
ceeds £50. Where the separate net income 
of the spouse or dependent relative is 
£100 or more, no rebate is allowable un- 
der s. 106 (2) (a). 


(b) Children under 16 years: The con- 
cessional rebate granted to a resident tax- 
payer in respect of resident children un- 
der 16 years wholly maintained by the 
taxpayer is based upon the following 
amounts: 

(a) in respect of an only child, or in 
respect of the elder or eldest of 
such children—#£100. 

(b) in respect of a child who is not an 
only child or the elder or eldest of 
such children—£90. 

The rebate is based on the full rebateable 
amounts set out above where the child is 
under 16 years at the beginning of the 
year of income, and is wholly maintained 
by the taxpayer during the whole of that 
income year. The child need not be a 
child or any other relative of the tax- 
payer. Provision is made for a propor- 
tionate reduction in the _ rebateable 
amount where the child— 

(i) is born during the year of income; 
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Income Tax Law and Practice—continued 
(ii) attains the age of 16 years during 
the year of income; 
iii) is wholly maintained by the tax- 
payer during part only of the year; 
iv) is only: partially maintained dur- 
ing part only of the year. 
The maximum rebate in respect of the 
eldest child under 16 years is £45 and is 
£15 in respect of each other child under 
16 years. 


ce) Invalid child: A concessional re- 
bate is granted in respect of any invalid 
person, including a child or step-child of 
the taxpayer of the age of 16 years or 
over at the beginning of the year of in- 
come, provided the invalid is a resident 
and is wholly maintained by the tax- 
payer, or would be so wholly maintained 
if the invalid were not in receipt of a 
Commonwealth invalid pension. 

The concessional rebate in respect of 
invalid dependants is caleulated with re- 
ference to the following  rebateable 
amounts : 

a) In respect of each invalid wholly 
maintained by the taxpayer, i.e., 
who is not in receipt of an invalid 
pension—£100. 

In respect of each invalid in re- 

ceipt of an invalid pension—£100, 

less the amount of such pension re- 

ceived during the year of income. 
“Invalid person” means— 

(a) A person in respect of whom a 
Commonwealth invalid pension is 
paid, or 

b) A person in respect of whom the 
taxpayer produces to the Commis- 
sioner a certificate of a medical 
officer of the Commonwealth De- 
partment of Health, or of a Com- 
monwealth medical referee, that 
the person is permanently ineapaci- 
tated for work within the mean- 
ing of the Invalid and Old-Age 
Pensions Act. 


(d) Student child: A resident taxpayer 
is allowed a rebate in respect of any resi- 
dent child (not necessarily a child of the 
taxpayer) between 16 and 19 years, who 
is receiving full-time education. Where 
the child— 


(a) is not under 16 years but is under 
19 years at the beginning of the 
year of income; 

(b) is receiving full-time education at 

(including a_ technical 

or a university (including 

a university college), and 

is wholly maintained by the tax- 

payer, 
the rebateable 
value of any (consisting of 
money, accommodation or sustenance) 

provided by the Commonwealth or a 

State Government during the year of in- 

come in connection with the education of 

the child. 

The full rebateable amount of £100, less 
any Governmental assistance, is propor- 
tionately reduced where a child— 

(i) attains 16 years or 19 years during 

the income year; 

(ii) receives full-time education during 

part only of the year of income; 

is wholly maintained by the tax- 
payer during part only of the year 
of income; 

is only partially maintained by the 
taxpayer during the whole of the 
year; or 

(v) is partially maintained by the tax- 

payer during part only of the year. 

The maximum rebate for each student 

child is £45. 


a school 


school 


amount is £100 less the 


assistance 


(e) Daughter-housekeeper: The conces- 
sional rebate in respect of a daughter- 
housekeeper is granted subject to the fol- 
lowing conditions: 

(1) The taxpayer must be (a) a widow 
or widower, and (b) a resident. 
The daughter must be (a) wholly 
engaged in keeping house for the 
taxpayer, and (b) wholly main- 
tained by the taxpayer, the tests 
for which are— 

(i) the separate net income de- 
rived from all sources by the 
daughter in the year of income 
is less than £100, and 

the taxpayer contributes to 
the daughter’s maintenance. 
Where the separate net income of the 
daughter does not exceed £50, the con- 
cessional rebate is calculated with refer- 
ence to a rebateable amount of £150. 


(2) 


(ii) 
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Where such separate net income exceeds 
£50 but is less than £100, the maximum 
rebateable amount of £150 is reduced by 
a sum which bears the same proportion 
to £150 as the excess of the separate net 
income of the daughter-housekeeper over 
£50 bears to £50. 
Question 4. 

Define Partnership in terms in Income 
Tax Assessment Act. Describe fully the 


treatment of partnerships under the In- 
come Tax Assessment Act, including the 
method and basis upon which the partner- 
ship return is prepared. 


Answer 4. 

“Partnership” means an association of 
persons carrying on business as partners 
or in receipt of income jointly, but does 
not include a company. 

A partnership is required to furnish a 
return of the income of the partnership, 
but, except in the special circumstances 
mentioned hereafter, the partnership it- 
self is not liable to pay tax on such in- 
come (s. 91). The partnership return 
must set forth a full and complete state- 
ment of the income derived by the part- 
nership during the year of income. 

The partnership return must set forth 
the assessable income derived by the 
partnership, together with all allowable 
deductions from such assessable income. 
If the assessable income exceeds such de- 
ductions, the surplus is described as the 
“net income” (s. 90). If, on the other 
hand, the deductions exceed the assess- 
able income, the deficiency is termed a 
“partnership loss” (s. 90). In calculating 
such net income or partnership loss, losses 
of previous years are not allowable deduc- 
tions (s. 90). 

When the final result of the partnership 
transactions for the income year has been 
ascertained, each partner’s share of the 
resultant net income or partnership loss 
is caleulated, and is shown in the state- 
ment provided in the form of return. 
These shares are then transferred to the 
partner’s individual returns. 

Section 92 provides that the assessable 
income of a partner shall include his in- 
dividual interest in the net income of the 
partnership of the year of income, and his 
individual interest in a partnership loss 
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incurred in the year of income shall be an 
allowable deduction. 

Partnership income retains its charac- 
ter in the hands of individual partners. 
Thus, if the partnership income is derived 
from property, each partner’s share is 
taxed as income from property. Salary 
paid to a partner and interest on partner’s 
capital are regarded as being appropria- 
tions of profits. On the other hand, in- 
terest on money loaned to the partnership 
by a partner is a charge against the profits 
and is assessable to the lender as income 
from property. Partners’ drawings are 
ignored for tax purposes. 

Section 92 (2) provides that the exempt 
income of a partner shall include his indi- 
vidual interest in the exempt income of 
the partnership of the year of income. 
The reason for this sub-section is that 
s. 80 provides that a loss shall be deemed 
to be incurred in any year when the al- 
lowable deductions from the assessable 
income of that year exceed the sum of 
that income and the net exempt income of 
that year. 

As tax is not payable by the partner- 
ship s. 93A provides for the allowance of 
certain concessional rebates in the indi- 
vidual assessments of the partners. Thus, 
where rebateable gifts, concessional rates 
and land tax, or rebateable calls are paid 
out of moneys forming part of the assets 
of a partnership, each partner is deemed 
to have paid such portion of the amount 
of those gifts, rates, taxes or calls as is 
proportionate to his individual interest in 
the net income of the partnership. 

Section 94 provides that where a part- 
nership is so constituted or controlled, or 
its operations are so conducted, that any 
partner (hereinafter called the “nominal” 
partner) has not the real and effective 
control and disposal of his share of the 
net income of the partnership, the Com- 
missioner may assess the additional 
amount of tax that would be payable if 
the share of the nominal partner (or 
nominal partners if more than one)— 

(a) had been received by the partner 
(hereinafter called the dominant 
partner) who has the real and effee- 
tive control of that share; or 

(b) had been divided between the dom- 
inant partners in proportion to the 
extent to which, in the opinion of 
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the Commissioner, those partners 
are the dominant partners, 
and had been added to and included in 
the dominant partner’s or partners’ as- 
sessable income, and the partnership is 
liable to pay the tax so assessed. 


Question 5. 

Describe the concessional rebates of tax 
allowed a resident individual taxpayer 
and their method of calculation in respect 
of— 

Medical expenses ; 

Artificial aids; 

Funeral expenses. 
Answer 5. 

The rebate for medical expenses is 
based on the actual payments made by 
the taxpayer during the year of income, 
subject to certain limitations mentioned 
below. The rebate is granted in respect of 
the taxpayer, his or her spouse, or any of 
his or her children under 21 years if the 
taxpayer, spouse or child is a resident, for 
payments made to— 

a) any legally qualified medical prac- 
titioner, nurse or chemist, or any 


public or private hospital, in re- 
spect of any illness of, or operation 
upon, the taxpayer, spouse or child; 
any legally qualified dentist in re- 
spect of dental services or treat- 


ment rendered to the taxpayer, 
spouse or child; 
any person for services rendered to 
the taxpayer, spouse or child, in 
the testing of eyes or the prescrib- 
ing of spectacles, if that person is 
legally qualified to perform those 
services, or to any person for the 
supply of spectacles in accordance 
with any such prescription; 
any attendant as remuneration for 
services rendered to, and arising 
out of the blindness or permanent 
confinement to bed or invalid chair 
of, the taxpayer, spouse or child; 
and 
any person or institution in respect 
of any diathermic treatment ad- 
ministered by direction of a legally 
qualified medical practitioner to 
taxpayer, spouse or child. 

As previously stated, the rebateable 
amount is based on the actual payments 
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made by the taxpayer, but subject to the 
following limitations: The taxpayer is al- 
lowed a concessional rebate on payments 
up to £50 in each case in respect of him- 
self or herself, his or her spouse, and each 
of his or her children under 21 years. 
Dental expenses in excess of £10 per per- 
son are excluded from the rebateable 
amount. 

A rebate is allowed in respect of the 
amount of any payments made by a resi- 
dent taxpayer during the year of income 
for any artificial limb (or part of a limb), 
artificial eye, or hearing aid (including 
expenditure on the maintenance thereof), 
required for the personal use of the tax- 
payer, or his or her spouse, or any of his 
or her children under 21 years, if the 
spouse or child is a resident. No limit is 
set to the amount of expenditure subject 
to rebate. 

A rebate is granted in respect of pay- 
ments, not exceeding £20 in the aggre- 
gate, made by a resident taxpayer in the 
year of income in respect of funeral and 
burial or cremation expenses arising out 
of the death of his or her spouse or any 
of his or her children under 21 years. The 
rebate is allowed only— 

(a) if the spouse or child at the time of 
death was a resident of Australia, 
and 
to the extent that the expenses are 
not recouped to the taxpayer by 
any society or association. 

The rebate in each of the foregoing in- 
stances is ascertained by applying to the 
rebateable amount the rate of tax plus 
18d. in £, applicable to a taxable income 
from personal exertion equal to the total 
taxable income of the taxpayer. 


(b) 


Question 6. 

Under s. 80, provision is made for the 
deduction of losses of previous years. 
Discuss this fully. 

Answer 6. 

A “loss” is deemed to be incurred in 
any year when the allowable deductions 
from the assessable income of that year 
(other than the deductible losses of pre- 
vious years) exceed the sum of the assess- 
able income and the net exempt income 
of that year, and the amount of the loss is 
deemed to be the amount of such excess 
(s. 80 (1)). Section 80 (2) provides that 
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so much of the losses incurred by a tax- 
payer in any of the seven years next pre- 
ceeding the year of income as has not been 
allowed as a deduction from his income of 
any of those years is allowable as a deduc- 
tion in accordance with the: following 
provisions: 

(a) where he has not, in the year of 
income, derived exempt income, 
the deduction is made from the 
assessable income ; 
where he has in that year derived 
exempt income, the deduction is 
made successively from the net ex- 
empt income, and from the assess- 
able income; 
where a deduction is allowable un- 
der s. 80 in respect of two or more 
losses, the losses are taken into ac- 
count in the order in which they 
were incurred. 

The above allowance is not restricted to 

losses incurred in carrying on a business. 

In s. 80 (3) ‘‘net exempt income’’ is 

defined as follows: 

(a) Where the taxpayer is a resident— 
the amount by which his exempt 
income derived from all sources ex- 
ceeds the sum of the expenses (not 
being expenses of a capital nature) 
incurred in deriving that income, 
and any taxes payable in respect of 
that income in any country outside 
Australia; and 
where the taxpayer is a non-resident 
—the amount by which his exempt 
income derived from sources in Aus- 
tralia exceeds the sum of the ex- 
penses (not being expenses of a eapi- 
tal nature) incurred in deriving 
that income. 

Notwithstanding any other provision of 

s. 80, where a taxpayer has prior to the 
year of income, been adjudicated bank- 
rupt, or, not having been adjudicated 
bankrupt, has been released from any 
debts by the operation of the Bankruptcy 
Act, 1924-1933, no loss ineurred by him 
prior to that adjudication or release shall 
be an allowable deduction (s. 80 (4)). 

In the case of a private company, no 
aloss incurred in any year prior to the year 
of income shall be an allowable deduction 
unless the company establishes to the 
Commissioner’s satisfaction that, on the 


(b) 
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last day of the year of income, shares of 
the company carrying not less than 25 per 
cent. of the voting power were bene- 
ficially held by persons who held shares 
carrying not less than 25 per cent. of the 
voting power on the last day of the year 
in which the loss was ineurred (s. 80 (5 
Section 80 (6) provides that no change of 
ownership of shares shall be deemed to 
have taken place where— 

(a) a person has died and the shares 
are held by his trustees or by a 
person who received them as a 
beneficiary in his estate; 
the shares are transferred a 
company, the majority of the 
shares of which are held by the 
transferror or, if he is deceased, by 
his trustees or his beneficiaries. 


Question 7. 

A lease was acquired for £10,000 on Ist 
July, 1942, having ten years to run. On 
Ist July, 1944, the lessee effected coven- 
anted improvements costing £1,200 and 
unecovenanted improvements amounting 
to £800. The lease was assigned on Ist 
July, 1948, for £8,000 cash. 

Show, with workings, how this will be 
recorded in the Income Tax re- 
turn for the current year. 


lessee’s 


Answer 7. 

The taxpayer’s return for the year e 
ing 30th June, 1949, would include 
following particulars: 


Assessable income — premium 
received on assignment of 
lease (s. 84 ee 
Less allowable deductions— 
Unrecouped premium paid 
on acquisition of lease (s. 
85 (1) (a) (i) )— 
Premium paid ean... 
Less s. 88 (1) deduction— 
£1,000 for 6 years 6,000 
7 4,000 
Unrecouped cost of coven- 
anted improvements (s. 
85 (1) (a) (ii)): Coven- 
anted improvements 
Less s. 88 (2) deduction 
£150 for 4 years .. .. 600 


1,200 


Uncovenanted improvements 
(s. 85 (1) (a) (ii)) 


Net taxable amount 


(Continued on page 293) 
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Income Tax Law and Practice—continued 


Question 8. 


Define in terms of the Income 
Assessment Act the following— 
Live Stock. 
Resident. 
Taxable Income. 
Dividends. 


Tax 


Answer 8. 

“Live stock” does not include animals 
used as beasts of burden or working 
beasts in a business other than a business 
of primary production. 

“Resident” or “resident of 
means— 


Australia” 


a) a person, other than a 
who resides in Australia 
cludes a person— 

(i) whose domicile is in Australia, 
unless the Commissioner is 
satisfied that his permanent 
place of abode is outside Aus- 
tralia ; 
who has actually been in Aus- 
tralia continuously or inter- 
mittently, during more than 
one-half of the year of income, 
unless the Commissioner is 
satisfied that his usual place of 
abode is outside Australia and 


company, 
and in- 


that he does not intend to take 
up residence in Australia; or 
(iii) who is a contributor to the 
Superannuation Fund _ estab- 
lished under the Superannua- 
tion Act, 1922-1937, or who is 
the spouse or a child under 16 
years of age of such a con- 
tributor; and 

a company which is incorporated 
in Australia or which, not being in- 
corporated in Australia, carries on 
business in Australia and has either 
its central management and control 
in Australia or its voting power 
controlled by shareholders who are 

residents of Australia. 
‘Taxable income” means the amount 
remaining after deducting from the 
‘sessable income all allowable deductions. 


as- 


“Dividends” include any distribution 
made by a company to its shareholders, 
whether in money or other property, and 
any amount credited to them as share- 
holders, and includes the paid-up value 
of shares distributed by a company to its 
shareholders to the extent to which the 
paid-up value represents a capitalization 
of profits; but does n& include a return 
of paid-up capital or a reversionary bonus 
on a policy of life assurance. 
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“The Landlord’s Property Tax” 

The issue of 12th March, 1949, of the 
London Accountant contains Part I of an 
article on ‘‘Schedule A Tax and the Occu- 
pier,’’ by Mr. Peter E. Whitworth. This 
article recalls two amusing incidents. 

In an over-simplified way it may be said 
that United Kingdom income tax is 
charged under Schedule A on income from 
the ownership, or beneficial ownership of 
lands and buildings in the United King- 
dom. The statutory profits under this 
Schedule are represented by the ‘‘annual 
value’’ of the properties concerned. Tax 
at the standard rate is levied on the occu- 
pier. If the occupier is the owner of the 
property, the tax, of course, rests on him. 
If the occupier is the tenant, he has the 
right to pass on the tax to the landlord. 
During a visit to England in 1933 I had 
oceasion to study the English legislation 
and derived very great assistance from 
senior officers of the Inland Revenue 
Department. One of these was a charm- 
ing Irishman. I drgw his attention to the 
fact that the tenant’s right to deduct the 
tax from rent paid to his landlord was 
strictly limited and cited the 1920 case of 
Hill v. Kirschenstein, which established 
that the Rules entitled the occupier to 
deduct tax from the next payment of rent 
which he makes after paying the tax, and 
that if the tenant neglected to deduct 
from the next payment, that gave him no 
right to deduct the tax from subsequent 
rent payments. This seemed perilously 
like a trick. If poor Laneasterstein, a 
product of the effete civilization of Aus- 
tralia, settled in the wide open spaces of 
England; took a house there; paid the 
Schedule A tax and did not find out about 
his right to deduct the tax from the next 
quarter’s rent before that rent was paid, 
he was sunk. The Irishman smiled pity- 
ingly at me and said: ‘‘ You poor over- 
civilized wretches down under don’t ap- 
preciate that the Feudal system is not yet 
dead in England. The landlords still carry 
the day in Parliament.’’ 

I was very sorry to learn from reading 
Mr. Whitworth’s article that Hill v. Kir- 
chenstein’s is still the law in England and 


that that is still only one of the snares 
which entangle the poor tenant’s feet. 
What are those doughty socialists, Dr. Dal- 
ton and Mr. A. Bevan, going to do about 
it? 

[If I may interrupt myself for a mo- 
ment, I went last year to Mr. Churchill’s 
great 100,000 Conservative rally at Luton 
Hoo. With infinite respect to the great 
Master, his speech seemed to me to consist 
of the usual political clap-trap, but the 
Master is a great artist who knows how to 
enliven his dross with telling ‘‘asides.’’ 
For example, he had oceasion to refer to 
**Mr. Dalton.’’ He corrected himself, ‘‘ Dr. 
Dalton,’’ then the aside (‘‘You never 
heard of him curing anyone’’). Prolonged 
cheers and laughter. Then he had occasion 
to tear into ‘‘Mr. Bevan’’ (accent heavily 
on the ‘‘van’’). Then the aside (‘‘We 
must be fair to Ernie, you know’’). On 
the whole, I think Mr. Attlee had the best 
of the contest when, on the following Mon- 
day, he described Mr. Churchill’s speech 
as ‘‘Luton Hooey.’’| 

Now for the other incident 
with Schedule A, which oceurred in 1933. 
I was living at a private hotel at Prince’s 
Gate, South Kensington, ‘‘conducted’* by 
a retired Colonel. The place was so well 
‘‘eonducted’’ that the landlord’s bank- 
ruptcy seemed to be only a matter of 
weeks. One night the Colonel came to my 
room for advice. He complained that he 
was being dunned for Schedule A tax. I 
pompously explained that he had nothing 
to worry about. All he had to do was to 
pay the tax and deduct it from the next 
quarter’s rent. He indignantly replied, 
*‘Don’t be a fool, man. I am not paying 
my rent.’’ The bankruptcy took place about 
a month after my return to Australia. 


Cads and Caddies 

The words and ‘‘eaddies’’ do 
not, as is commonly supposed, find their 
origin in the game of golf as denoting a 
player and his attendant. It is true that 
the game and the words were imported 
into England from Seotland, but the 
English have, as it were, brought the three 
together. 


associated 


‘*eads’”’ 
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The word ‘‘cadie’’ (misspelt by the 
English as caddie) is a Scottish word 
which comes from the French ‘‘cadet,’’ a 
younger son, hence a junior. As used in 
Scotland, the word ‘‘cadie’’ means simply 
an ‘‘errand boy.’’ The word ‘‘cad’’ is, I 
believe, merely an abbreviation of ‘‘cad- 
die.’? It certainly has the same origin. 
‘‘Cad’’ was first used early in the last 
century by the young bloods of Oxford and 
Eton as a contemptuous reference to towns- 
men in the long battle between ‘‘town”’ 
and ‘‘gown.’’ It came to mean a hanger-on 
employed about school and college games; 
hence a member of the lower classes; hence 
no gentleman, or, stated positively, a black- 
guard. Give a word a bad name and it is 
sure to end on the golf course. 

All this nonsense serves as an excuse to 
recall the famous Scottish case of The 
Preses and Society of Solicitors v. Thomas 
Robertson (16th November, 1781; Faculty 
Decisions). James Boswell was Counsel 
for Robertson in this ease, and he refers to 
it in his Life of Samuel Johnson. The facts 
of the case are stated in the ‘‘Life’’ (Vol. 
IV, p. 128) as follows: ‘‘The Society of 
Procurators, or Attornies, entitled to prac- 
tise in the inferiour courts at Edinburgh, 
had obtained a royal charter, in which they 
had taken eare to have their ancient desig- 
nation of Procurators changed into that of 
Solicitors, from a notion, as they supposed, 
that it was more genteel; and this new title 
they displayed by a publick advertisement 
for General Meeting at their Hall.’’ There- 
upon, the Caledonian Mercury published a 
skit announcing the decision of the ‘‘ Wor- 
shipful Society of Chaldeans (or) Cadies 

. encouraged by the singular success of 
their brethren,’’ to follow their example 
and apply for a Charter. The Procurators 

alias, solicitors) were deeply offended; in 
fact the majority took much umbrage, so 
much umbrage that they sued the pub- 
lisher, Robertson, for damages. The case 
was heard by Dr. Johnson’s friend, Lord 
Hailes, who upheld the action and awarded 
£5 damages with costs. Robertson appealed 
to ‘‘the Fifteen’’ (as the Scottish Full 
Court of Session was known) who dis- 
missed the action. The pursuers (plaintiffs 
to you) then petitioned for a new trial or 
review. Boswell was,retained by Robert- 
son, and he sought Dr. Johnson’s aid in 
answering the petition. I am sorry to say, 
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however, the pursuers won. The Court of 
Session reversed its previous decision and 
restored the judgment of Lord Hailes in 
favour of the solicitors. 

I shall conclude this ancient drivel with 
the following extract from the play, Call at 
a Day, by Dodie Smith: 

The cook and the daily help are discuss- 
ing the master of the house with the 
new arrival, Vera: 

Vera: What does he do? | 

Cook: He’s an accountant. 

Vera: Is that all? 

Cook: He’s charted, of course. 

Vera: Oh. 

Mrs. Milsom: What is a charted account- 
ant? 

Cook: A man who charts accounts, of 
course. It’s sort of bookkeeping. 

Vera: My brother’s a bookkeeper. 

Cook: But he’s not charted, is he? 

Vera: Not that I know of. 

Cook : It’s that that makes the difference. 


Nonsense New and Old 

Dr. Samuel Johnson met the Thrales in 
1765 and almost from the beginning of the 
friendship until Mr. Thrale’s death sixteen 
years after in 1781, Johnson made 
the Thrales’ establishments at Streatham 
and Southwark his ‘‘home from home’’. As 
an outcome of this friendship, and also 
that with Fanny Burney, the Streatham 
residence is today the best known home of 
Righteenth Century England. The Doctor 
himself died in 1784, and in those last 
three years of his life the seemingly in- 
destructible friendship between him and 
the widow was broken. The proximate 
cause of this sad event was Mrs. Thrale’s 
marriage to Mr. Piozzi, the Italian singer 
—a very happy love match. Soon after 
the marriage, the Piozzis left England for 
Italy. (This was in September, 1784; John- 
son died in the following December.) The 
couple spent two years in Italy, and at 
Verona Mrs. Piozzi records that she found 
an explanation of a business phrase which 
had puzzled her in dingy Southwark, 
where her first husband conducted a most 
successful brewery, in the business of 
which the lady was well acquainted. Mrs. 
Piozzi says: ‘‘That everything useful and 
everything ornamental, first revived in 
Italy, is well known; but I was never aware 
till now, though we talk of Italian book- 
keeping, that the little cant words em- 
ployed in compting-houses took their 
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original from the Lombard language, un- 
less perhaps that of ditto, which every 
moment recurs, meaning ‘detto’ or ‘sudet- 
to’ [Is not the full word ‘sopradetto’ = 
abovesaid?—A.L.] as that which was al- 
ready said before; but this place [Verona] 
has afforded me an opportunity of dis- 
covering what the people meant who called 
a large portion of ground in Southwark 
some years ago a ‘plant’ above all things. 
The ground was destined to the purposes 
of extensive commerce, but the appellation 
of a ‘plant’ gave me much disturbance 
from my inability to fathom the meaning 
of it. I have here found out that the Lom- 
bards call many things a ‘plant’; and say 
of their cities, palaces, ete., in familiar dis- 
course, ‘che la pianta é buona, la pianta é 
cattiva,’ ete.’’ ‘‘That the plant is good, the 
plant is bad.”’ 

Webster defines the word ‘‘plant’’ as 
meaning the machinery, apparatus, fix- 
tures, ete., employed in carrying on a trade 
or a mechanical or other industrial busi- 
ness. The dictionary goes on to state that: 
‘*In the commercial sense, a plant may in- 
clude real estate and all else that repre- 
sents capital invested in the means of 
carrying on a business, exclusive of the raw 
material or the manufactured product.’’ 

The word ‘‘plant’’ is used in s. 54 of 
the Commonwealth Income Tax Assess- 
ment Act, i.e., the depreciation provisions. 
It is clear from the definition provided by 
s. 54 (2) that the word has a much more 
extended meaning than ‘‘machinery,’’ but 
in that particular context it does not ap- 
pear to embrace the very wide meaning 
given to it by Webster, quoted above. The 
opening words of s. 54 (2) are: ‘‘In this 
section ‘plant’ includes > I do not 
think the word ‘‘includes’’ is equivalent to 
‘‘means and ineludes.’’ In other words, 
paragraphs (a), (b) and (c) of the sub- 
section do not afford an exhaustive ex- 
planation of the meaning of ‘‘plant.’’ 
Paragraph (c) (which was not inserted in 
the section until 1946) refers to ‘‘plumb- 
ing fixtures and fittings, including wall 
and floor tiling.’’ Again, I do not think 
the rule ‘‘inclusio unius est exclusio 
alterius’’ (the inclusion of one is-the ex- 
clusion of another) operates to exclude all 
other fixtures and fittings from the defini- 
tion. I am of opinion that the word 
‘*plant’’ does inelude, in the words of 
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Webster, ‘‘machinery, apparatus, fixtures, 
etc., employed in carrying on a trade or a 
mechanical or other industrial business’’ 
including fixtures and fittings, temporary 
walls, electrical or other wiring. The word 
admittedly includes lifts and fire sprinkler 
systems for which the Commissioner has 
fixed rates of depreciation. In fact, the 
word seems wide enough to include all 
‘*eapital invested in the means of carrying 
on a business’’ exclusive of the foundation, 
permanent walls, floors and roof of a build- 
ing and the land on which it is placed; and 
excluding, of course, as Webster points 
out, ‘‘the raw material or the manufac- 
tured product.’’ Support for this view is 
to be found in paragraph [845] of the 
Second Edition of Commonwealth Income 
Tax Law and Practice. For example, the 
Board of Review (para. [846] of the same 
work) has held that the chimney stack of a 
tile manufacturing company is ‘‘plant.”’ 
In conclusion, I should state that it was 
Mrs. Thrale who gave me the idea of start- 
ing this section of the journal. From 1776 
to 1809 she kept a copious diary and note- 
book ‘‘Thrailiana.’’ The first entry is in 
these words: ‘‘It is many years since Doe- 
tor Samuel Johnson advised me to get a 
little book, and write in it all the little 
anecdotes which might come to my know- 
ledge, all the observations I might make or 
hear, all the verses never likely to be pub- 
lished, and, in fine, everything that struck 
me at the time. Mr. Thrale has now 
treated me with a repository, and provided 
it with the pompous title of ‘‘Thrailiana.”’ 
I must endeavour to fill it with nonsense 
new and old.—15th September, 1776.’’ 
Now, while I stick to ‘‘nonsense new and 
old’’ I may be safe from the ‘‘sack,’’ but 
the desire to give you a little useful infor- 
mation is sometimes irresistible. 1 do hope 
that what I have said concerning ‘‘ plant” 
is useful, and that I have not been guilty 
of another sort of ‘‘plant’’ (a planned 
swindle or hoax). You will remember how 
the news of the marriage of Miss Arabella 
Allen and Mr. Winkle was received by her J 
brother, aunt, and servant, and the re-7 
jected suitor, Mr. Bob Sawyer: 
‘*It’s a conspiracy,’’ said Ben Allen. 
‘‘A regular plant,’’ added Mr. Bob 
Sawyer. 
‘*A disgraceful, imposition,’’ 
the old lady. 
‘*Nothing but a do,’’ remarked Martin.# 


observed 








